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LONG-TERM CARE INSURANCE: ARE CON- 
SUMERS PROTECTED FOR THE LONG 
TERM? 


THURSDAY, JULY 24, 2008 

House of Representatives, 

Subcommittee on Oversight and Investigations, 

Committee on Energy and Commerce, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 10:02 a.m., in room 
2123 of the Rayburn House Office Building, Hon. Bart Stupak 
(chairman) presiding. 

Members present: Representatives Stupak, Melancon, Doyle, 
Schakowsky, Inslee, Dingell (ex officio), Shimkus, Walden, Murphy, 
Burgess, and Barton (ex officio). 

Also present: Representative Pomeroy. 

Staff present: Scott Schloegel, Kristine Blackwood, Michael 
Heaney, Angela Davis, Kyle Chapman, John Sopko, Alan Slobodin, 
Peter Spencer, and Whitney Drew. 

OPENING STATEMENT OF HON. BART STUPAK, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF MICHIGAN 

Mr. Stupak. This meeting will come to order. 

Today we have a hearing entitled “Long-Term Care Insurance: 
Are Consumers Protected for the Long Term?” 

Each member will be recognized for a 5-minute opening state- 
ment. I will begin. 

One of the greatest challenges facing Americans as they plan for 
retirement is dealing with the risk of becoming seriously disabled 
and having to rely on family members or paid caregivers for assist- 
ance with their basic daily activities such as eating, bathing, dress- 
ing, going to the bathroom, and even getting out of bed or a chair. 
While we all hope to live out our days happy, healthy, and inde- 
pendent in our own homes, the possibility that we will require as- 
sistance from others is all too real. 

Some studies predict that over two-thirds of all Americans over 
the age of 65 will require long-term care services at some point in 
their lives. This year alone, over 9 million Americans will use long- 
term care services. By 2020, the number is expected to increase to 
12 million. 

The costs of long-term care can be staggering. The average cost 
for 1 year of nursing home care is currently about $70,000. Assist- 
ance in a person’s own home can be less costly but still averages 
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about $20,000 per year. For those struggling with Alzheimer’s, the 
costs of care may be catastrophic. 

Most American families are unable to bear these high costs for 
even a short time. More Americans are buying private long-term 
care insurance as a way to deal with these expenses if they become 
seriously disabled or chronically ill. The Medicaid Long-Term Care 
Partnership Program, which Congress expanded in 2005, seeks 
ways to encourage long-term care insurance purchases so that the 
States can spread out the financial burden of long-term care with 
their citizens. 

The Partnership program has also played an important role of 
encouraging States to adopt the provisions of the National Associa- 
tion of Insurance Commissioners Model Act. 

A key question for this committee is how to persuade States to 
implement the National Association of Insurance Commissioners,’ 
NAIC, model laws and regulations more completely. In an effort to 
encourage this process, Congress may look to the partnership and 
Health Insurance Portability and Accountability Act, HIPAA, as le- 
verage to improve consumer protection on a national basis. 

Today’s hearing will focus largely on the current state of affairs 
for consumers who have long-term care policies and whether they 
are adequately protected from unfair insurance denials when they 
need to use their policies or unfair premium increases. 

This is the second hearing that the subcommittee has held on 
long-term care delivery and financing. Our last long-term care 
hearing focused on nursing home quality of care. Today’s hearing 
is in fact the first hearing that the subcommittee has held on long- 
term care insurance in 18 years. 

Much has changed in the past 18 years. More than 7 million 
Americans now hold a long-term care insurance policy. The nurs- 
ing-home-only policies of the past have been replaced by broader 
and more flexible policies that will cover in-home services and as- 
sisted living facilities. 

Still, it is not always easy for individuals and families to decide 
whether to purchase long-term care insurance. Premiums can be 
very expensive, totaling several thousand dollars every year. Many 
people may not qualify, especially when they attempt to purchase 
the insurance late in life. The dizzying array of insurance choices 
can make it difficult for consumers to know which policy is best for 
them. 

Part of the challenge for consumers is the changing nature of 
long-term care services themselves. Today, assisted living and 
home care are common alternatives to staying in a nursing home. 
These options did not exist when many people bought their policies 
15 to 20 years ago. We can only imagine how long-term care insur- 
ance may be different in the future. How will we guarantee that 
people who purchase long-term care insurance today will receive 
the services they purchased 20 years from now when they ulti- 
mately need it? 

For many consumers, long-term care insurance has played a vital 
role in their ability to pay for care. For others, however, it has fall- 
en short. Insurance companies may raise insurance premiums after 
a person has been paying into the system for several years. These 
unexpected increases may be passed on at a time when people are 
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retired and living on a fixed income, paying for gas, groceries, home 
heat, or other essential items. Policyholders may find themselves 
with a difficult choice of paying more out of their fixed incomes or 
accepting lower benefits that will not cover the cost of the care. 

Even after consumers have faithfully paid their premiums for 
years, they may find that their claims are denied without any ex- 
planation. Efforts to complain or appeal the denial of benefits may 
be difficult, if not impossible. All too often, insurance companies 
build walls of red tape to keep their customers from appealing un- 
just denials, even though their success on appeals remains great. 
These problems emerge just at the time when people are most vul- 
nerable and least able to advocate for themselves. Without a strong 
family network to help them, many people may simply give up and 
pay for care out of their pocket when they should not have to. Oth- 
ers end up turning to the Medicaid program for assistance. 

Today’s hearing will examine the challenges faced by consumers, 
the States, the Federal Government and long-term care industry in 
making sure that long-term care insurance lives up to its promise. 
On our first panel, we will hear from witnesses reflecting a variety 
of perspectives including consumer advocates, family members and 
industry leaders. We will also hear from the Government Account- 
ability Office, which will be reporting its findings into how well 
consumers are protected under the current system. The GAO’s re- 
port is a culmination of work undertaken at the request of Chair- 
man Dingell, Ranking Member Barton, as well as Senators Kohl, 
Grassley, Clinton, Dorgan, Klobuchar, and Obama. 

On our second panel, we will welcome the insurance commis- 
sioners of four States who have been leaders in long-term care in- 
surance. The National Association of Insurance Commissioners rep- 
resented today by Wisconsin Insurance Commissioner Sean Dilweg 
has played a vital role in development standards to protect con- 
sumers. 

Our third and final panel we will hear from four of the biggest 
long-term care insurance providers, two of which have been subject 
to serious and troubling complaints. We look forward to hearing 
from these two companies, Penn Treaty and Conseco, on what steps 
they are taking to correct these problems and how they will im- 
prove the customer service provided to policyholders. Congress 
owes it to the consumers, State regulators, and industry to make 
sure that Congress is doing all that we can to ensure that con- 
sumers can place their full trust in the important long-term care 
health insurance that they have purchased. 

Mr. Stupak. With that, I next turn to my friend and colleague, 
Mr. Shimkus, for his opening statement, please. 

OPENING STATEMENT OF HON. JOHN SHIMKUS, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. Shimkus. Thank you Mr. Chairman. 

Just over 2 months ago, we began this committee oversight into 
long-term care issues with a look at nursing home quality of care 
safeguards. As I noted at the time, long-term care is an intensely 
personal concern for many people because when entrusting our 
most vulnerable citizens, our loved ones, to the care of strangers, 
there is a fundamental need to know they are in good hands. 
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The question posed by today’s hearing examines a related con- 
cern, which is to ensure our most vulnerable citizens who have pur- 
chased long-term care insurance are in good hands financially 
should they need to pay for long-term care at the time they need 
it. Home-based care can run an average of $15,000 per year and 
more, assisted living averages $36,000 per year and more, and 
nursing home care runs $76,000 a year, much more in some urban 
areas, all of which costs may double in 25 years. As these cost esti- 
mates suggest, long-term care can be financially devastating and so 
it is wise to plan ahead for long-term care costs and wise public 
policy to encourage such planning. People who have planned ahead 
and purchased insurance should be commended. They should be as- 
sured of the financial reliability of the firms with which they con- 
tract. They should be assured that contractual promises of insur- 
ance companies will be met and met in a timely manner. 

We will hear this morning about problems some insurers have 
had maintaining their financial viability which has resulted in rate 
increases. We will hear about confusing marketing and 
unexplainable claims handling, delays, and denials. The impact of 
this will be discussed by Ms. Burns of the California Health Advo- 
cates and Mr. Bode, who will recount the heart-wrenching and ex- 
pensive delays getting claims paid for his mother, who is in a nurs- 
ing home with dementia. Spotlighting the problems with rate set- 
ting and claims handling helps expose issues that should be ad- 
dressed by the industry and state regulators and it is important 
that we probe these issues this morning. 

We should be mindful that by all accounts the long-term insur- 
ance industry is considered relatively young and evolving rapidly. 
Premiums collected have grown from $16 billion 10 years ago to 
$110 billion last year. This industry experienced explosive growth 
from the 1980s during which proper pricing and oversight of the 
pricing in the early years suffered from lack of claims experience. 
At the same time, regulators and consumers were on a steep learn- 
ing curve. Given this dynamic situation, it is important we put the 
problems, serious as they are for some individuals, in context. De- 
spite the troubling reports, available data show long-term care in- 
surance delivers on its promises. In 2006, of some 720,000 claims 
filed, roughly 96 percent of all the claims were paid and paid in a 
timely manner. So we should be careful about painting the indus- 
try with too broad a brush. This is not to minimize the situation 
for those with claim problems. According to the National Associa- 
tion of Insurance Commissioners, an average of 70 percent of 
claims complaints States receive are overturned in favor of con- 
sumers, a pattern of error not typically found in other lines of 
health-related insurance, the NAIC has noted. This is not accept- 
able and this situation should be improved. 

Fortunately, we have a range of knowledgeable witnesses this 
morning who can speak to all aspects of this situation. The Govern- 
ment Accountability Office reports uneven regulatory oversight of 
rate setting and claims handling by the States. I look forward to 
discussing this with the four State insurance commissioners with 
us this morning. I also look forward to discussing the role federal 
standards have in raising the quality of the products consumers 
buy. Long-term care partnership plans, which were expanded 
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under the Deficit Reduction Act, appear to provide one avenue for 
more-uniform standards. Are there other steps Congress and States 
should take to ensure that the plans people pay for today will pro- 
vide the benefits they need 20 years from now? 

And finally, it is critical that we hear from the four insurers 
today. Penn Treaty and Conseco were singled out last year in the 
New York Times article that prompted this subcommittee’s inquiry 
and more recently Conseco reached a settlement with State insur- 
ance regulators following a multi-State market conduct examina- 
tion. Both have an opportunity to provide their perspective on 
these matters and all four can help us understand what the indus- 
try can do to address the legitimate problems that we have identi- 
fied. 

Thank you, Mr. Chairman. This promises to be a very inform- 
ative hearing. 

Mr. Stupak. Thank you, Mr. Shimkus. 

Ms. Schakowsky for an opening statement. 

OPENING STATEMENT OF HON. JAN SCHAKOWSKY, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF I LL I NOIS 

Ms. Schakowsky. Thank you very much, Mr. Chairman. I appre- 
ciate your holding this hearing on an issue that will become more 
and more critical as the Baby Boom generation retires, as Ameri- 
cans live longer and as the number of options for long-term care 
services grows. 

As the former executive director of the Illinois State Council of 
Senior Citizens, I have been concerned about a lack of a national 
long-term care policy for a very long time. I guess it is about 20 
years or so that I have been looking into this issue. One of the rea- 
sons I wanted to join this committee is to help craft that policy. 
While Medicaid remains a central component in providing long- 
term care for the elderly and people with disabilities, it is clear 
that long-term care insurance will play a role in meeting those 
needs. In my State of Illinois, there are over 250,000 long-term 
care policies, and I am one of them, so I know the importance of 
this issue, and as more and more Americans buy long-term care in- 
surance policies, we need to consider how Congress can act to make 
sure that consumers are protected. 

Today as we discuss this issue and the future, I believe it is nec- 
essary that we ask several questions. What role should the Federal 
Government play in promoting long-term care insurance, and if we 
do so, how do we ensure that we are promoting a quality product? 
How do we make sure that the product that consumers purchase 
today is there to provide the services that they need in the future? 
How can we make sure that consumers have adequate information 
about how long-term care insurance, whether is the right option for 
them, and if so, how to select among the various insurance prod- 
ucts? How do we make sure that premiums are adequate for sol- 
vency purposes and stable for consumers? Is there a need to ad- 
dress underwriting, marketing, consumer appeals, and other prac- 
tices? 

As our witnesses will tell us today, we face particular challenges 
in answering those questions. We are dealing with an insurance 
product where policyholders may pay premiums for decades before 
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long-term care services are needed. We should also expect that in- 
surance products and long-term care services will change even 
more over the next several decades. This means that we need to 
be both forward thinking in how we approach this problem and 
also that regulatory responses will need to be ongoing and respon- 
sive to change in a timely manner. 

I know that the National Association of Insurance Commis- 
sioners has already issued a series of model regulations on long- 
term care insurance and I appreciate its effort to expand coverage 
of home- and community-based services to deal with lapses in pre- 
mium payments and to look at the needs for inflation adjustments. 

I look forward to hearing more from the witnesses and all of you, 
and again, Mr. Chairman, I thank you for holding such an impor- 
tant and informative hearing. 

Mr. Stupak. Thank you. 

Next Mr. Barton for opening statement, please. 

OPENING STATEMENT OF HON. JOE BARTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Barton. Thank you, Chairman Stupak and Ranking Mem- 
ber Shimkus for this hearing. I think long-term healthcare is argu- 
ably the most important healthcare issue that is seldom mentioned. 
It has huge potential. On the upside, it is something that we have 
been trying to encourage at the congressional level for a number 
of years. It is obviously something that needs to be looked at close- 
ly. I want to thank you for making sure that we have a comprehen- 
sive set of witnesses, a very balanced number of panels. I want to 
thank in advance our commissioners from the various States that 
are here. I think their testimony will be illuminating. 

This is a big issue. It is a big problem. It is an essential financial 
tool for people who seek to plan what can be the crushing costs of 
assisted daily living in their later life. We are told that there are 
7 million Americans who have a long-term health policy and we 
hope that that number will increase. Unfortunately, we are also 
told that there are probably 12 million Americans who need a long- 
term health policy who are already at age 65 or older. It is obvious 
that as our population ages, more and more people are going to 
need long-term healthcare. The question is, how will we pay for 
that care? I think everyone knows that today Medicaid, which is 
supposed to be for low-income medical assistance, that two-thirds 
of the Medicaid budgets in most States go to paying for the care 
of our senior citizens in nursing homes. That is not what Medicaid 
was intended for. Think what we could do if we could come up with 
a comprehensive long-term healthcare policy for America that all 
Americans over 65 actually use, how much money that would free 
up for Medicaid. 

If we are going to have a long-term healthcare system that is 
based on private insurance, we have to have trust in that system. 
Keeping your word is essential in everybody’s lives. Insurance isn’t 
government welfare like the Medicaid program is. Insurance is a 
binding, legally enforceable contract for service between two par- 
ties. One party buys the service, the other party delivers the serv- 
ice. If we are going to encourage people to get long-term healthcare 
insurance, they must be able to trust that at a date certain some- 
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where in the distant future, if they need that service, if they need 
that coverage, the insurer will make good on that contract’s prom- 
ise. Anything else is a scam. This distinguishes between policies 
from other government sources of long-term healthcare financing, 
namely Medicaid, which can change at the discretion of the Con- 
gress or the States and, as we all know, frequently does. 

People must be able to count on their long-term healthcare insur- 
ance, yet we have read story after story and we will hear testimony 
today that sometimes the insurer fails to deliver to their customer. 
Some firms lowball their initial policy premium in order to sell 
them and then raise the rates so steeply that policyholders lose 
their coverage. They simply can’t afford to pay for it. Or the insurer 
routinely uses prefabricated objections, fine print and intentionally 
convoluted policy provisions to deny the care that the people 
thought they were buying when they began to pay for their long- 
term healthcare policy years ago. Some people have complained 
about these problems and gotten help but many more people have 
simply been wronged and haven’t done or don’t know what to do 
about it. 

We should shine some light on these bad practices, and again, 
Mr. Chairman and Ranking Member Shimkus, I am very, very 
pleased that you are doing this hearing today, to shine that light. 
If Congress is going to encourage growth of this market, we should 
make sure that the long-term healthcare insurance system really 
works like we intend it to and the people who buy it know they 
are going to get it when they need it. Bad practices, and we have 
some in the private sector here who are going to tell us that those 
bad practices are extremely rare. If that is the case, we need to 
take immediate action at the private level and at the State level 
to eliminate and punish those bad practices. Nobody wants to be 
the person who is swindled by a long-term healthcare policy. 

Insurers should be held accountable for their actions. We can 
rely on competition in the marketplace to make good companies 
with good practices the ultimate winners but it is also our job at 
the congressional level to protect the interests of the consumers. 
This is principally and properly done through State regulation. As 
I said earlier in my opening statement, we are very pleased to have 
several State insurance commissioners here before the sub- 
committee today. Yet I am told that the GAO will report today 
about the uneven regulatory oversight provided by the States. This 
is something that we need to work on and cooperate with the 
States to make sure that it is better. 

We should also identify what Congress can or should be doing to 
propel more-uniform consumer protection standards. Congress has 
already been encouraging long-term healthcare insurance for a 
number of years, most recently through certain provisions of the 
Deficit Reduction Act that was passed several years ago when I 
was chairman of this very full committee. 

Finally, we need to be aware of unintended consequences. Com- 
plexities of long-term healthcare insurance invite unintended con- 
sequences through the sort of over-regulation that reduces flexi- 
bility, innovation and consumer choice. We don’t need to solve an 
old problem by creating a new problem. 
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With that, again, thank you, Mr. Chairman and Ranking Mem- 
ber Shimkus. This is an important hearing and I am very, very ap- 
preciative that you are doing it. 

Mr. Stupak. Thank you, Mr. Barton. 

Mr. Dingell for an opening statement, please. 

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI- 
GAN 

Mr. Dingell. Mr. Chairman, good morning. Thank you for hold- 
ing today’s hearing on this very important topic. This is a continu- 
ation of a long inquiry by this committee in the practices in the in- 
surance industry serving our senior citizens. The need for long- 
term care may indeed be one of the most terrifying events con- 
fronting many older Americans and their families today. Nearly 10 
million Americans will need long-term care services this year. By 
2020, that number is expected to increase to 12 million, and it can 
only be anticipated that it will grow. According to some estimates, 
more than two-thirds of individuals aged 65 and older will require 
long-term care services at some point in their lives. 

The cost of long-term care could be catastrophic for Americans 
and for their families. Care in a nursing home for a year could cost 
tens of thousands of dollars a year and in some cases even more 
than that. Even care provided in one’s own home can amount to 
hundreds of dollars per day and thousands of dollars per year. Be- 
cause of these crushing costs, few Americans have sufficient re- 
sources to pay for long-term care for an extended period. 

Unfortunately, many middle-class Americans find themselves 
forced to become nearly destitute in order to qualify for Medicaid 
payments. As a result, our seriously strained Medicaid programs 
have already become a safety net not only for the poor but also for 
a middle class destituted by the costs. 

Private long-term care insurance cannot only play a critical role 
in relieving the financial burden on the government as well as the 
individual. Long-term care insurance pays for individuals to receive 
care in nursing homes, assisted living facilities and in their own 
homes. Policyholders generally pay for such insurance over a rel- 
atively long period starting when they are younger and healthier 
and collecting benefits later when they are less healthy and more 
financially vulnerable. 

This hearing will demonstrate that more Americans should con- 
sider such protections if they can afford to do so and qualify for 
coverage. However, we must ensure that they are protected from 
unscrupulous and unethical conduct by some insurance companies 
and their salespeople. 

Last year the New York Times published troubling results of an 
investigation into the practices of some long-term care insurance 
companies. The conclusion drawn from their research as well as 
other stories of insurance companies repeatedly raising their rates 
and unfairly denying claims is troubling. Equally disturbing are al- 
legations of callous treatment by insurance companies of their pol- 
icyholders who by definition are seriously disabled or cognitively 
impaired. Such behavior must stop, and I know that you and the 
members of this committee will join me in seeing to it that it does 
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stop, even if we have to regulate this industry on the federal level 
to ensure that that happens. 

Clearly, we do not wish to tarnish the entire industry because of 
the bad acts of a few. I am certain that the majority of the compa- 
nies providing long-term care insurance are doing so fairly and 
honorably. Likewise, I am certain that State regulators who are 
chiefly empowered with policing this industry are doing an excel- 
lent job in protecting their constituents. 

That said, the industry and the regulators must be held to the 
highest standard for this type of insurance product because its en- 
tire purpose is to serve the most vulnerable among us at the most 
vulnerable time in their lives. 

I want to thank all of our witnesses for being here, especially the 
Government Accountability Office personnel and the four insurance 
commissioners who will be testifying about their excellent inves- 
tigations of the issues before us today. I look forward to their testi- 
mony and hearing from all of our other witnesses, and I thank you, 
Mr. Chairman. 

Mr. Stupak. Thank you, Mr. Dingell. 

Mr. Burgess for an opening statement. 

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Burgess. Thank you, Mr. Chairman. I appreciate the rec- 
ognition. I also want to thank our panelists and experts for being 
here today. It looks like we have assembled a great panel. I am 
looking forward to what they have to tell us. 

It is no great secret that we all age, and in fact recent polls have 
shown that a vast majority of Americans would rather age than ac- 
cept the alternative. So we are going to continue to age. The 9 mil- 
lion Americans over 65 that may need some type of long-term care 
in the next year are a diverse group and, as such, they will benefit 
from a wide range of options. So we are here today to essentially 
answer two questions: do public programs and private insurers 
offer the type of coverage from which older Americans will benefit 
and is the market affordably meeting that need in a way that en- 
sures adequate consumer protection? Does it deliver what it prom- 
ises to deliver? 

We should keep in mind as we try to answer these questions that 
it is also important not to unnecessarily alarm or discourage con- 
sumers who are still trying to learn about long-term care insurance 
and whether long-term care insurance is a good investment for 
them and their family, and I use the word “investment” on purpose 
because I do think that long-term care insurance and the planning 
for long-term care insurance should factor in a family’s overall fi- 
nancial planning. I think it actually has a place there. 

The country is growing in the number of seniors. It would appear 
the demand for long-term care insurance seems to be growing, and 
according to the National Association of Insurance Carriers, NAIC, 
in 2007 long-term care insurers paid out more than $4 billion in 
claims to policyholders. Furthermore, according to the Assistant 
Secretary of Planning and Evaluation at HHS, approximately 6 to 
7 million individuals have long-term care policies. 
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Now, in the interest of full disclosure, I have a long-term care 
policy that I bought back when I was just a regular guy, long be- 
fore I ever thought of running for Congress, and I did so for the 
reason most of us do the things we do in our lives that are correct, 
my mother told me to do it, and I can’t take full credit for it be- 
cause then my wife actually did the research and invited folks into 
our home to talk to us about it, and we purchased a policy with 
what was then GE Capital, which is now Genworth, and it is a pre- 
mium that needs to be paid every year. We have just sort of 
factored that into our family finances, and as such, it provides a 
significant amount of protection and, I will just add, peace of mind 
because I am part of what is called the Sandwich Generation, 
where we end up taking care of parents on one end and children 
on the other, and while that is an obligation which I happily under- 
took, I also understand that not everyone is correctly set up to do 
that. 

There has been big growth in the market, and as a consequence, 
there have been some growing pains and I am hopeful today that 
we can learn from some of the past false starts and look forward 
to how the industry has matured and how States have responded 
to this growing consumer option, and Congress, in fact, this com- 
mittee, has been proactive on this issue and it should be noted. In 
fact, I saw Earl Pomeroy come into the room. He is on the Ways 
and Means Committee and he and I worked very hard on an issue 
called long-term care partnerships, and we were able to get that 
language included in the Deficit Reduction Act that came through 
this committee back in 2005 and extend long-term care partnership 
programs to all 50 States, and the program has started in many 
States and it in fact has been very successful, and in fact, I am ac- 
tively working on my guys in Texas to make sure that they under- 
stand this before their next legislative session. 

Furthermore, recently the Department of Health and Human 
Services has approved several Medicaid State plan amendments al- 
lowing States to establish partnership programs in their States. 
This program will have the dual benefit of promoting long-term 
care insurance and lessening the major cost driver facing State 
Medicaid programs, which is providing long-term care. The Med- 
icaid Long-Term Care Insurance Partnership Program has certain 
consumer protections contained therein, and I also understand this 
has been a catalyst for States to adopt the National Association of 
Insurance Carriers models for some of their State laws. 

So the real issue for me is a matter of just knowledge of the 
products that are available. Instead of alarming and confusing the 
consumer about long-term care insurance, we should focus our ef- 
forts on education, education of the public as far as the need for 
long-term care insurance and what their options are. Many people 
are surprised to learn that Medicare doesn’t include everything 
pertaining to long-term care and elderly Americans shouldn’t have 
to rely on either impoverishing themselves or going through 
lengthy legal maneuvers that border on fraud in order to appear 
impoverished in order to receive Medicaid long-term care services. 

Long-term care insurance is again an investment and I believe 
should be part of the long-term financial planning for families just 
as we encourage them to do advance directives. I can think of no 
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more loving gesture of a parent to their adult children than to ade- 
quately provide for their care if they become injured and disabled 
over a long period of time. 

Thank you, Mr. Chairman. I certainly look forward to the testi- 
mony of our panelists today, and I will yield back the balance of 
my time. 

Mr. Stupak. I thank the gentleman. 

It is good to recognize my friend and former state insurance com- 
missioner from the State of North Dakota, Mr. Pomeroy, who has 
a great interest in this. In fact, didn’t you try to do a model policy 
when you were state commissioner for long-term care for the na- 
tion? 

Mr. Pomeroy. Mr. Chairman, in 1985, I was tasked by the Na- 
tional Association of Insurance Commissioners to chair their first 
minimum standards committee for long-term care insurance. It was 
fascinating to me, and the hearing you will be having this morning, 
how some of those issues are still with us. Thank you very much 
for having this hearing and allowing me to observe and hear the 
testimony with you this morning. 

Mr. Stupak. I appreciate your presence here, and I know we 
have had an opportunity to talk, and as I mentioned in my opening 
statement, it has been 18 years since we have had a hearing on 
long-term care in this Subcommittee on Oversight and Investiga- 
tions. So 18 years, and I know you came in with me 16 years ago, 
so it took us a while but we got here. 

Mr. Pomeroy. I might have been a witness at that hearing. I 
prefer this side of the dais, believe me, Mr. Chairman. 

Mr. Stupak. It is good to see you. 

Mr. Doyle, did you have an opening statement? 

Mr. Doyle. No, Mr. Chairman, I will waive. 

Mr. Stupak. I think that concludes opening statements of our 
members, so our first panel of witnesses has been seated. Let me 
introduce them: Ms. Bonnie Burns, who is a Training and Policy 
Specialist at California Health Advocates; Mr. Jack E. Vogelsong, 
who is the Chief of the Pennsylvania Department of Aging, Divi- 
sion of Long-Term Living; Dr. Marc Cohen, who is the President 
of LifePlans Incorporated; Mr. John Dicken, who is the Director of 
the Health Care Division at the U.S. Government Accountability 
Office, GAO; and Mr. A1 Bode of Charles City, Iowa, who will be 
testifying here this morning also. So welcome to our witnesses. 

It is the policy of this subcommittee to take all testimony under 
oath. Please be advised that you have a right under the Rules of 
the House to be advised by counsel during your testimony. Do any 
of you wish to be represented by counsel at this time? Everyone is 
nodding their heads no, so I will take that as a no. Therefore, I will 
ask you to please rise and raise your right hand to take the oath. 

[Witnesses sworn.] 

Mr. Stupak. Let the record reflect that the witnesses replied in 
the affirmative. They are now under oath. We will begin with an 
opening statement. We will limit the opening statements to 5 min- 
utes. If you have a longer statement for inclusion in the record, we 
will submit it in the record in its totality. 

So with that, we will start with you, Mrs. Burns, if you would 
begin with an opening statement. 
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STATEMENT OF BONNIE BURNS, TRAINING AND POLICY 
SPECIALIST, CALIFORNIA HEALTH ADVOCATES 

Ms. Burns. Thank you, Chairman Stupak, Ranking Member 
Shimkus, and members of the Committee for inviting me to testify 
here today. It has been almost 20 years since I have been asked 
to speak about this topic before a congressional committee and I 
am very appreciative that Congress is taking a renewed interest in 
this subject. 

California Health Advocates is a nonprofit organization dedicated 
to education and advocacy efforts on behalf of California Medicare 
beneficiaries and their families. We provide training, technology 
support, and expert assistance to the California SHIP on a variety 
of topics including long-term care insurance. 

Long-term care is a completely unpredictable event. Consumers 
cannot easily predict in advance what is going to cause their need 
for care, what kind of care they need, whether they will require in- 
stitutional care or whether they can be cared for at home. This un- 
certainty makes buying the right set of long-term care insurance 
benefits very difficult. Very little is known about how well this in- 
surance works for those who purchase it or whether these products 
adequately address the personal goals of those who buy it and the 
public goal of offsetting Medicaid costs. 

Some consumers who bought a policy have been faced with stag- 
gering increases in premiums they promised to pay as illustrated 
by a 2007 request by one company for a 73 percent rate increase. 
It will take decades to discover if similar rate increase will occur 
on newer policies. We do know, however, that claims have been de- 
nied. Six policyholders or their families have contacted me about a 
denied claim within just the last 5 months, an unusual number in 
such a short period of time. One couple, Mr. and Mrs. M, paid 
$98,000 in premiums over the last 20 years for their Continental 
Casualty Company policies. The company refuses to honor the al- 
ternate plan of care for services needed by Mrs. M. The company 
insists that the alternate plan of care is completely at the option 
and discretion of the company, and Mr. M adamantly refuses to 
send his wife away to a nursing home where their benefits would 
most certainly be paid. 

Each of the individuals who contacted me had a different claims 
issue and provides a glimpse into the difficulties consumers have 
trying to claim benefits under a densely worded legal contract sold 
years earlier. Most insurance departments cannot help when there 
is a dispute about contract language, leaving the courts as the con- 
sumer’s only resource. Much more work needs to be done to ensure 
that the static promises that consumers buy today from insurance 
companies are honored years or even decades later in an evolving 
marketplace for long-term care services. 

States that enter into partnership arrangements under the provi- 
sions of the DRA have additional duties and responsibilities to 
their residents. It will be years or even decades before States will 
see any effect on their Medicaid programs while companies and 
agents have an immediate marketing and sales opportunity under 
the sponsorship of State government. Insurance policies sanctioned 
by the State must be high-quality products sold by well-trained 
agents who have a basic understanding of the interaction between 
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a State Medicaid program and a commercial insurance product and 
who can fairly represent a partnership product to an appropriate 
purchaser. 

Our written testimony includes much more detail on these issues 
and a number of suggestions for improving long-term care insur- 
ance including requiring notification by companies and agents of 
the availability of free counseling with local contact information for 
the federally funded CHIP programs and standardizing various ele- 
ments of long-term care policies to limit consumer confusion. It 
would be irresponsible of States or the Federal Government to pro- 
vide tax breaks and other taxpayer-funded incentives to buy a long- 
term care insurance product only to discover decades later that cov- 
erage is not available when needed and the impact on State pro- 
grams is not achieved. It is also important to note that it should 
not depend on the State a person lives in whether or not they have 
a high-quality product. 

I appreciate the opportunity to testify on this important topic 
today and I would be happy to answer any questions the Com- 
mittee might have. 

[The prepared statement of Ms. Burns follows:] 
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CALIFORNIA HEALTH ADVOCATES 

Medicare: Policy, Advocacy and Education 


TESTIMONY of CALIFORNIA HEALTH ADVOCATES 
House Energy & Commerce Committee 
Long-Term Care Insurance: Are Consumers Protected for the Long Term? 
Subcommittee on Oversight and Investigations Hearing 
July 24, 2008 
Washington D.C. 


Promises Made. Promises Denied: Consumers of Long-Term Care 
Insurance Experience Denied Claims and Premium Increases 

INTRODUCTION 


California Health Advocates (CHA) is an independent, non-profit organization dedicated to 
education and advocacy efforts on behalf of California’s Medicare beneficiaries. We provide 
support, including technical assistance and training, to the network of California’s Health 
Insurance Counseling and Advocacy Programs (HICAP). HICAP is California’s federally 
funded State Health Insurance Assistance Program (SHIP) that assists California’s Medicare 
beneficiaries and their families. CHA also provides statewide technical training and support 
to social and legal services agencies and other professionals helping Californians with 
questions about Medicare, Medigap, and long-term care. Our experience with many health 
and insurance related issues is based in large part on our close work with the HICAPs and 
other consumer assistance programs that are on the front line assisting older consumers and 
their families. 

I served on the Consumer Standards Working Group, the founding committee for developing 
the Partnership for Long-Term Care in California during the early 1 990's. I also served as a 
funded consumer representative to the National Association of Insurance Commissioners 
(NAIC) for 1 5 years where I successfully advocated for many of the consumer protections 
added to the NAIC Model Act and Regulation for Long-Term Care Insurance, some of which 
reflected specific protections of California law. It has been twenty years since I have been 
called to talk about long-term care insurance before a Congressional committee and I greatly 
appreciate that this committee is taking a renewed interest in these issues. 

I. BACKGROUND 

The need for long-term care is completely unpredictable. It may result from a traumatic 
injury or major disabling illness at any age, or when an aging body or mind fails. Few people 
can predict what condition will trigger care, the range or intensity of services they will need, 
or, whether institutional care will be their only option because of the severity of their 
condition. 

1 
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This is an emotional, financial, and often a legal crisis for family members struggling to find, 
arrange, and pay for care. Each family patches together their own set of services based on 
whatever information they have or are able to find from whatever is available in their 
community. Increasingly long-term care is also becoming a cost factor for businesses when 
employees are caregivers for one or more family members. 

Long-term care includes a wide assortment of services provided in a multitude of settings 
including care at home, in community settings, in nursing facilities, and more recently in 
wide variety of assisted living arrangements. Individual needs can range from supervision 
and cueing of daily tasks, to complete assistance with everyday personal care services. 

While some skilled care services may be needed the most common need is daily assistance 
with the ordinary tasks of daily living, usually provided by family members and other 
unskilled workers. The cost of these services along with the cost of institutional care is the 
primary cause of catastrophic out-of-pocket spending for people requiring long-term care, 
and often leads to personal impoverishment and subsequent reliance on state Medicaid 
programs. 

Individuals are often solicited to buy this insurance to avoid becoming dependent on 
Medicaid, and policymakers are often convinced that this insurance will reduce Medicaid 
expenditures. Claims are often made that consumers deliberately hide or transfer their assets 
specifically to qualify for state Medicaid benefits. In response, there have been a variety of 
changes and restrictions in federal law pertaining to transfers of personal resources, Medicaid 
look-back periods, and estate recovery actions. However, the Government Accountability 
Office (GAO) in its report “Medicaid Long-Term Care” found that few people who applied 
for Medicaid covered nursing home care in the three states studied, had engaged in such 
activity. 1 

Insurance for this type of care can be purchased individually, through an association or faith- 
based organization’s sponsorship, or through the sponsorship of a private or public employer. 
The federal government created the Federal Long-Term Care Insurance Program (FLTCIP) 
for the federal family of employees, active duty military, retirees, and qualified family 
members in 2002. Although long-term care insurance was formerly sold only to people in 
their 60’s and 70’s, it has more recently been marketed and sold to younger people through 
the employer group market 2 who will be paying premiums for several decades to cover the 
cost of their care in later years. 3 

Yet many older consumers who bought long-term care insurance years or even decades ago 
may no longer have their policy when they need care because of increases in the premiums 
they originally promised to pay. Other consumers have had their claim denied, often because 
older policies contain out of date requirements for claiming benefits, and don’t reflect 
changes in long-term care services and providers. 


' GAO-07-280 Medicaid Long-Term Care, March 2007. 

2 Employers rarely pay the premium for this coverage, and often offer employees a stripped down bare bones 
policy at low premium cost. Employees are often offered the opportunity to upgrade by adding missing features 
such as inflation protection, but may not understand the significance of those missing features or be willing to 
pay the higher cost of adding them to their policy. 

! The cost of long-term care insurance for working people 30 to 50 years of age often competes with the cost of 
other necessary protections such as retirement savings, life insurance, and disability income. 


2 
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If commercial long-term care insurance is to successfully help finance long-term care and 
reduce future reliance on Medicaid, then far more product standards need to be developed to 
avoid future problems. In addition, regulatory oversight needs to be increased to ensure that 
agents fairly represent the products they sell, and that insurance companies keep the promises 
they make to consumers decades before they need care. 

Furthermore, if states enter into newly authorized Partnership arrangements with insurance 
companies, promising Medicaid asset protection to consumers who buy state-sanctioned 
products, then states have an even greater responsibility to ensure: 1) people understand the 
parameters and limitations of these public-private partnerships, and 2) companies and agents 
meet mandatory standards for marketing and sales, product design, rate stability, and claims 
payment. 

Within the following sections are illustrations of real life examples that have come to my 
attention within the last five months, an unusual number in such a short period of time. In 
almost every case the consumers described here bought their policies in the late 1 980’s or 
early 1990’s reflecting the long time period that is typical between the purchase of these 
policies and the use of their benefits. Purchasers of today’s policies may have a similar 
experience decades from now depending on how much long-term care services and providers 
resemble those described in the policies they buy today. 

II, STATE AND NATIONAL STANDARDS 


Like all commercial insurance, long-term care insurance is regulated by the states. However, 
there is inconsistent regulatory authority from one state to another over insurance products 
offered for sale in each state, the premiums companies charge, and premium increases they 
impose. Although the National Association of Insurance Commissioners (NAIC) Model Act 
for Long-Term Care Insurance and Model Regulation to implement the Model Act serve as 
an advisory regulatory foundation for state laws and regulation, many state legislatures 
change or refuse to adopt certain provisions of those Models, if they adopt them at all. 4 

In some cases legislative members may retain their business connection as a licensed 
insurance agent or other professional member of the insurance industry while simultaneously 
serving in their state legislature. Regulatory authority and oversight as a result may be very 
strong in some states and minimal in others. Product standards also vary between the states, 
again depending on members of state legislatures and their willingness to impose standards 
on insurance companies and agents that contribute heavily to their political campaigns. 
Because long-term care insurance is such a tiny portion of each state’s over all insurance 
market it may not receive a great deal of attention from state insurance regulators. 

The Health Insurance Portability and Accountability Act (HIPAA) created tax benefits for 
long-term care policies meeting certain standards, and for the first time established a set of 
national standards for these policies, regardless of the quality of state laws. 5 More recently 
the Deficit Reduction Act (DRA) gave states the option to grant Medicaid asset protection by 
waiving certain spend down requirements and estate recovery actions for purchasers of 
approved policies through newly established Partnership programs. 6 


4 The NAIC adopted the first Model Act for Long-Term Care insurance in 1986 followed by the Model 
Regulation in 1987. 

5 The Health Insurance Portability and Accountability Act (HIPAA) of 1996 (P.L.104-191). 

6 The Deficit Reduction Act (DRA) of 2005 (P. L. 109-1 71). 


3 



17 


Yet in each case, federal law used an older version of the NAIC Models that lacked some 
newer amendments such as suitability requirements, left out some key requirements or 
protections, and even specifically exempted others such as rate stability requirements. 

While the NAIC Models provide a regulatory framework for this type of insurance they 
provide no guidance on a number of issues. Issues that are addressed in the Models are 
achieved only by consensus of the NAIC members who are often subject to industry pressure 
in their own state. Rather than incorporating the strongest standards from around the country 
for any particular issue, the NAIC process must achieve consensus of a working group, 
heavily attended by industry representatives. For instance, the Model Regulation allows 
insurers the unlimited right to challenge medical information provided on an application 
simply by alleging fraud on the part of the applicant, setting up a catch-22 for people who 
develop dementia later. ' The NAIC considered a two-year limitation for challenging 
information submitted on an application several years ago in several hotly debated sessions, 
but the idea was ultimately rejected. However, California law has for 1 5 years restricted 
companies to a two-year period following the issuance of a policy, and the Florida legislature 
also recently adopted a two-year limitation. 

While the NAIC Models offer states an advisory regulatory model, states often pick and 
choose the issues they wish to incorporate into their state law or rule. Even when a state does 
adopt a change it is not retroactive. Therefore policies sold prior to a change will not comply 
with those changes, and consumers who bought those policies will not benefit from it. 
Uniform national standards for long-term care insurance are only accomplished when federal 
law requires compliance with a specific standard in order to gain some benefit of federal law. 
This was the case when HIPAA created federally tax -qualified policies based on compliance 
with specific provisions of the NAIC Model Act and Regulation. However, HIPAA did 
create retroactivity of federal tax benefits by allowing consumers who had previously 
purchased long-term care insurance to have the same tax benefits, 8 and also established for 
the first time some national standards for this type of insurance, regardless of the quality of 
state law. 9 

As standards have continued to develop, companies have continued to collect premiums on 
previously issued polices, some sold decades earlier, with outdated restrictions and few, if 
any, consumer protections. For instance, policies sold during the 1980's, and even well into 
the 1 990’s in some states, included a requirement for a three-day hospital stay before nursing 
home benefits would be paid. 10 Since hospitalization and acute care needs have little if 
anything to do with a need for long-term care many people with these older policies are 
unable to collect benefits for nursing home care because they don’t have a prior hospital stay 
and are admitted directly into long-term care facilities from their home. 11 Yet companies 
have continued to collect premiums for these policies for decades, and then deny benefits 
later. 


7 See e.g.: httn://sfeate.com/cgi-hin/article.cgi?f~/c/a/2004/06/l3/BUGL574S4Cil.DT ' 

8 If a long-term care policy was purchased under the laws of a state prior to the passage of HIPAA it qualified 
as a federally tax qualified policy, regardless of whether it met the required standards expressed in federal law. 

9 As long as the policy met the requirements of HIPAA it qualified as a federally tax-qualified policy, 
regardless of whether any of those standards had been incorporated into state law. 

10 By 1990 the NAIC Model, and many states, prohibited the use of a three-day hospital stay to qualify for 
nursing home benefits. 

1 1 People often ask why a doctor can’t simply admit the person to a hospital to meet the requirements of the 
policy; however hospitals are unlikely to allow doctors to admit a Medicare patient when their stay would not 
meet current Medicare rules for payment. 
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Some people have continued paying their premiums even while in a nursing home because 
they were told that if they do go into a hospital anytime during their nursing home stay the 
company will then pay the promised nursing home benefits. While a person may have a 
hospital stay while confined to a nursing home, people are often more likely to use up their 
assets and become eligible for Medicaid than be admitted into a hospital while confined in a 
nursing home. 

Example of outdated restrictions in older policies: 

Edith bought her long-term care policy in 1986 in California from AIG Life Insurance 
Company. She was diagnosed with Alzheimer’s disease in 2001 and made a claim against 
the policy for home care benefits in 2005 after paying premiums for 1 9 years. Her policy 
required a three-day hospital stay, which Edith had had, but it also required that she be in a 
nursing home within 30 days of that hospital stay, and that skilled nursing benefits be 
collected for at least 14 days before the company would then pay for any home care. The 
condition causing hospitalization had to be the same condition requiring the nursing home 
stay and her home care. Since Edith did not have a nursing home stay following her 
hospitalization the company refused to pay her any home care benefits. 

Unfortunately Edith’s strategy of establishing a private source of payment for any care she 
might need later in life failed to meet her objective. Edith bought her policy before 
California prohibited this kind of requirement and since each requirement of her insurance 
contract had not been met the insurance department was unable to assist her. Edith is using 
her own resources to pay for care at home, and hopes she will die before she needs nursing 
home care, a cost which she cannot pay and will require her to apply for Medicaid if she has 
no insurance benefits to pay for care. She is considering whether she should continue paying 
the premium for her policy. 

III. CONSUMER EXPECTATIONS: PROMISES MADE. PROMISES BROKEN 

Denied claims open a window into the world of unmet consumer expectations, and reveal 
how insurance companies interpret contracts and apply various requirements. Recent press 
reports 12 of large numbers of denied claims for long-term care insurance policies highlighted 
this issue and spurred the NAIC to conduct a survey of the states to determine the extent of 
the problem. 13 While the actual volume and number of these denied claims is in dispute 
between state regulators and the industry, 14 each denied claim often reveals an issue that is 
not addressed in state law or in the NAIC Models. 

Market conduct examinations of insurance company practices by states are useful for finding 
faulty patterns in claims handling and processing by a company. However, these 
examinations may not focus on individual contract issues resulting in a disputed claim, thus 
allowing companies to continue making an unreasonable interpretation or application of 
contract terms. Each of the denied claims described in the following section illustrates an 
issue that is not addressed in the NAIC Models and for which better consumer protections are 
required. 


12 “Aged, Frail and Denied Care by Their Insurer,” Charles Duhigg, New York Times, 3/26/07. 

13 NAIC Long Term Care Data Call & Analysis Report, May 9, 2008. 

14 Disputes have arisen in part due to differences in definitions of complaints, methodology of categorizing a 
compliant, and collection of data in the various states. 


5 



19 


Many people bought long-term care insurance during the 1980’s and 90’s with restrictions 
and requirements that have to be met now when they need care, often decades after purchase. 
As claims under those older policies are made and denied more and more families of those 
purchasers, now in their late 80’s and 90’s, are contacting their state insurance department to 
complain about the difference between what their family member thought they were buying 
and what the insurance company say they would pay. Often those families are left with no 
benefits to pay for care. In some cases they seek help from the courts to get their claims 
paid, in other cases they drop their policy losing the premiums they’ve paid over many years. 
When a long-term care policy has lapsed the reserves set aside to pay any future claims are 
released and become available to the insurance company. 

Assisted Living Care: Lack of Standard Definitions and Requirements 

Assisted living was an uncommon alternative to nursing home care decades ago, and few if 
any long-term care policies included a benefit for it until the mid 1990’s. Assisted living 
services are delivered in various and inconsistent ways across the states. Some states license 
these facilities, some certify providers, and some states do neither. The definition of assisted 
living varies between states and between providers. Even when a policy provides a specific 
benefit for assisted living, insurance companies often refuse to pay those benefits by 
challenging the status, design, staffing or services of a facility or arrangement, particularly 
when a policy has been issued under the laws of one state and used in another. 

Examples of definitional issues and assisted living: 

General Electric Capital Assurance Company (now Genworth) denied assisted living benefits 
described in a policy issued in New York, because at the time of the claim, the state of New 
York did not license assisted living arrangements. 15 In a more recent example Mrs. KC, who 
bought her AMEX (now Genworth) long-term care policy in California in 1992, was denied 
her assisted living benefits because the state licensed assisted living home her family chose 
has only six beds and not the ten beds required in her policy. Her family chose that particular 
assisted living home because of its individualized dementia services but is now faced with 
the choice of moving her back to a larger facility, and losing the individualized services they 
value so highly, and which have made a marked difference in Mrs. KC’s day-to-day life. 

Mrs. KC has paid approximately $50,000 in premiums since purchasing her policy for 
benefits she is now unable to collect because of a difference of four beds. 

The NAIC recently adopted changes to their regulation intended to address the issue of 
assisted living benefits being claimed in a state different from the state of purchase. 16 
However, even with those changes consumers can still be denied assisted living benefits 
because the structure and duties of the provider may not match the language of the policy, or 
the assisted living arrangement may not have a specific number of beds. Definitional 
differences in existing policies will still cause problems for consumers even if a state adopts 
the NAIC changes, and any changes a state makes will only affect policies issued after those 
changes take effect. 


Is See Van Houlen v. General Electric Capital Assurance Company (GE). 

16 NAIC Model Regulation: Section 5 - Policy Definitions; Section 6 - Policy Practices and Provisions; and 
Appendix C. 
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Home Is Where You Live: Definitions of “Home” and Home Care Benefits 


In many cases people who live in congregate living arrangements, ranging in size from a few 
beds to facilities with multiple levels of care, occupy individual rooms or units and receive 
long-term care services the same as they would have if they still lived in their own apartment 
or single family home. Some companies define a home very narrowly, and routinely refuse 
to pay benefits for home care when it is received in any place other than the person’s single- 
family residence. Others companies will pay benefits for care received in another person’s 
home, or in some congregate living arrangements that are clearly not providing around the 
clock care. Older long-term care policies often provide benefits for care in a person’s home 
that could potentially be used in congregate living arrangements that may also provide 
assisted living services. 

Examples of conflicts between assisted living care and where it is received: 

Mrs. M. K. bought a Pioneer Insurance Company (now Conseco) long-term care insurance 
policy in 1990 that only pays for care at home and has no other benefits. 17 She did however 
have the foresight to purchase an 8 percent compounded inflation protection benefit, a very 
rare benefit to be offered or purchased in 1990 which illustrates the seriousness with which 
she attempted to plan for her future care. Despite Mrs. K’s prudent planning her claim for 
benefits has been denied. Now 84 years old, Mrs. K. has dementia and is living in a state 
licensed assisted living home in California that is also licensed to provide specialized 
services to residents with dementia. Mrs. K is getting the same personal care services she 
could receive if she were living in her single family home, but in this home she has round the 
clock supervision, specialized activities for people with dementia, and socialization with 
other people who have the same condition. This assisted living home is not licensed to 
provide skilled nursing care nor is it a skilled nursing facility. 

Yet the company refuses to pay her home care benefits arguing that this assisted living home 
meets the definition in the policy of a licensed skilled nursing facility and is therefore 
excluded as a place of care, and that the personal care services described in the policy which 
Mrs. K is getting are not being provided by a licensed home health agency as required by the 
policy but instead are provided by the staff of the assisted living home. However, nowhere in 
the policy is a person’s home defined, nor is there a definition of where policy benefits will 
be paid. 

In a different example, Mrs. N bought her Conseco Home Care Only policy in another state 
in 1997 and later moved to California. When she needed home care recently at age 92 her 
daughter contacted the company, an assessment was made, and she was approved for home 
care benefits. The company however, refused to pay the policy’s benefits because her 
personal care services at home were not supervised by a home health agency. Furthermore 
they argued that her provider is not licensed by California to provide her care. However, the 
provider she was using at the time the assessment was made did not have a state license 
because California does not issue a license to deliver personal care services, 


17 Conseco recently settled a multi-state market conduct examination related to long-term care claims practices 
and procedures, complaint handling, and sales and marketing practices in which almost 40 states participated, 
led by Pennsylvania, Illinois, Indiana, Texas and Florida. See also California Department of Insurance Order to 
Show Cause and Notice of Hearing File No. 05048841 in regard to long-term care insurance claims, for 
engaging in unfair acts or practices of the Fair Claims Settlement Practices, and unfair acts and deceptive 
practices of the California Insurance Code. 
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State certification is only required when services are paid by Medicare or Medicaid. The 
delivery of personal care services, such as assistance with dressing, bathing, eating, and other 
tasks, does not require the services or oversight of a licensed skilled care provider that 
typically charges higher fees and increases the cost of care. Since the policy was issued in 
another state California has no authority in regard to this claim. The other state was 
contacted and the company has now issued a check for the services she has already received 
as an “administrative exception.” The company will in the future though, require her to 
receive services under the supervision of a state licensed Home Health Agency and from a 
state licensed provider, which will dramatically increase her cost of care without providing 
her with any additional services, reducing the number of hours her benefits will cover. 18 

Alternate Plan of Care. Or Illusory Benefit? 

Over the last two decades some companies began including a benefit for an “alternate plan of 
care” to assure consumers that the policy benefits would adapt to their future care needs. 

This benefit promises that when care is needed the company may consider paying benefits in 
an alternative setting, or for benefits not covered under the policy. Yet exercising this option 
is completely at the discretion of the company, which, as shown by at least one company, 
often makes this benefit illusory. 

Examples of failure to provide alternate care or services: 

Mr. and Mrs. M replaced their existing AMEX long-term care policies in 1988 with two new 
policies from Continental Casualty Company specifically because the new policies included 
a benefit for an alternative plan of care in addition to benefits for nursing home care. These 
two highly educated elders believed the benefit described in the new policy was superior to 
their existing policies, and would allow them the flexibility to receive benefits in whatever 
setting best met their needs, an impression reinforced by the policy language and the agent 
who sold the policy to them. Eighty nine year old Mr. M recently needed assistance in caring 
for his wife who has dementia, and filed a claim for the policy’s long-term care benefits. The 
claim was denied with the explanation that benefits could not be paid for services received in 
their home under the alternate plan of care benefit, and policy benefits would only be paid 
when Mrs. M, now 86 years old, is confined to a nursing home. Mr. and Mrs. M have paid 
approximately $98,000 in premiums for their two policies since 1988 and will apparently 
receive no benefits unless they each enter a nursing home, regardless of the alternate plan of 
care promise made to them. 19 In the meantime Mr. M continues to try to provide care for his 
wife at home, adamantly refusing to send her away to a nursing home. 

Mr. and Mrs, R also bought two of these policies for nursing home care from Continental 
Casualty Company and the company actually paid for Mr. R's care at home in 2002 under 
the alternate plan of care benefit. But this year when Mrs. R needed care at home under 
exactly the same policy and alternate plan of care benefit the company refused saying it was 
at the option and discretion of the company to provide this benefit and the company was no 
longer providing this flexibility in benefit payments. 


18 California has a large community of documented women immigrants who specialize in caring for elderly 
people in their homes or other community settings at lower cost than home health agencies that are authorized 
to provide Medicare and Medicaid covered services. 

19 California law has no specific requirements related to an alternate plan of care, and the California insurance 
Commissioner has no authority to order a company to pay a disputed claim. 
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IV. RATE INCREASES 


During the last ten years a number of companies have increased the original premiums 
consumers agreed to pay. Some increases affecting policyholders across the country have led 
to class action lawsuits in protest against these increases.' 0 While companies do have the 
right to increase premiums for this type of insurance, several factors lead consumers to 
believe that won’t happen. For example, these policies are guaranteed renewable, which 
means that companies can't cancel a policy for any other reason than failure to pay premium. 
Also, premiums for this type of insurance are characterized as “level premiums” meaning 
that most states don’t allow companies to base a premium increase on the age or health 
condition of an insured person individually and can only be increased for a “class” of 
purchasers. 21 Sales and marketing of these policies emphasize these two factors leading 
most consumers to believe that the premiums will be level for life. Sadly that has not been 
the case and some consumers have been forced to give up their coverage late in life and near 
the time they would need to use their benefits. 

The California Department of Insurance, under a legislative mandate, maintains a database of 
premium increases for every company that has sold long-term care insurance in the state 
since 1990. 22 Companies must submit data annually of any premium increases imposed on 
policies sold in California, and any other state as well. This information allows consumers 
and others to research company practices and discover the amount of cumulative increases 
over time. 

Companies explain these increases as a necessary business practice to account for mistakes 
made when calculating the amount of the initial premium and point to unexpected increases 
in claims or lower than expected numbers of lapsed policies. Seldom do companies mention 
deliberate under pricing to gain market share, or lower than expected earnings on their 
reserves, which can be “unpredictable, and the pricing structure of LTCI products with 
inflation coverage are especially vulnerable to relatively small changes in investment return” 
according to John L Timmerberg, writing in Actuary Magazine. 23 Rarely are companies 
required to share in the pain of their pricing mistakes and made to absorb some of the losses. 
Instead state regulators, who have the will and the authority, will sometimes approve a lower 
amount than requested as evidenced by this excerpt from a Penn Treaty 1 1/29/07 letter to a 
policyholder. 

This rate increase represents a 35% increase in annual premium which has been 
approved by the Indiana Department of Insurance. 24 Based on current actuarial 
projections, we requested an aggregate 74% increase, which is greater than the 
amount currently approved. Therefore we anticipate filing an additional request in 
the future, the amount of which will be determined by actuarial analysis at that time. 


20 See e.g.: IiliD:,'/www.ldi.louisiana.gov/whals ncw,'Penn%20Treatv/NAlC%20Class%20Settlemeiit.pdf , See 
also: ht tp://www.insurance.iiiissouri.gov/consunier/faQ/conseco.htin . Milkman v. Conseco Senior Health Insurance 
Company, case no. 03775 (PA, 2000); and Hanson v. Acceleration Life et at, case no, A3:97-152 (ND, 1999). 

21 A class is usually determined by the company or by state law, but is generally all the purchasers of a certain 
type of policy, or group of policies, sold within a state, 

;; Senate Bill (SB) 2111, codified at sectionl0234.6 of the California Insurance Code; see also 

httD://w f ww.insurance.ca.uov. ! 0100-consumcrs.0060-inforniation-guides/0050-health/ltC"rate-histoi'v-cuide/rate- 

historv-lone-term-care.cfin . 

23 See: httn://www.soa.orgdibrarv/newsietters/the--actuarv--niaeazine/2005. , iune / lon2005iune.asox . 

24 Indiana is one of the original Partnership states and it is unknown whether this rate increase affected any Penn 
Treaty Partnership policyholders. 
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In other cases a state may make a company spread a large increase over several years in their 
state. The effect of a cumulative increase, however, causes as much pain as one large 
increase and often deceives policyholders as to the extent of the increases they face. If fewer 
people lapse than the company expected as a result of a premium increase, that factor alone 
may change the rate increase calculations and result in yet another increase request. 25 In any 
event, older purchasers must absorb those increases on a fixed income, or abandon the 
investment they made in planning for the cost of their future care. 

While the NAIC in 2000 adopted a new method of setting initial premiums and later requests 
for premium increases, it will be decades before regulators will know if the new method has 
been successful in mitigating future increases. About half the states have adopted the rate 
stability portion of the Model Regulation to reflect the new requirements for more accurate 
pricing. As a result, companies have had to increase initial premiums to reflect those new 
requirements. In addition, data for some risks covered by long-term care insurance is 
changing or just beginning to develop. According to a 2005 article in Actuary Magazine, 
there is very little data about assisted living claims for companies to use for pricing that 
benefit. 26 Consumers buying policies with benefits for assisted living may face higher 
premiums in the future as companies gain more experience with those claims. 

V. MAKING PREMIUMS CHEAPER 


Since competition, and ultimately market share, for the long-term care insurance industry is 
often based more on the cost of a premium than actual benefits, companies have begun to 
offer stripped down versions of previous policies by deleting expensive features or benefits 
such as a waiver of premium that has been a standard benefit in most policies for decades. 
These benefits are then offered as “enhancements” at extra premium cost. Consumers rarely 
understand the value of this feature, and may be unwilling to pay extra to add it to a low cost 
policy. They will then be faced with continuing to pay an annual premium, whatever the 
cost, at the same time they are collecting benefits, or that they may need to use some of their 
benefits to fund their premiums, reducing the benefit amount they may have to pay for their 
care. 

Another method of reducing the initial cost of premiums is to attach a deductible of a large 
dollar amount that perversely increases annually in the same fashion as the method of 
inflation protection a policyholder chooses, forcing consumers to pay an ever increasing cost 
before benefits ever begin. In addition, some companies have begun to offer a daily benefit 
based on a percentage amount, usually 80 percent. A twenty percent co-payment might seem 
reasonable to a working age person who is accustomed to paying a co-payment for their 
medical benefits, but this co-payment tied to the future inflated cost of long-term care, along 
with an equally unclear method of calculating the percentage of the company’s benefit 
payment, can be very large. 


25 The calculations used to price a premium increase include a projected number of policyholders who will lapse 
their policies, often referred to as a “shock lapse.” Each lapsed policy eliminates any fiiture claims the company 
is obligated to pay, which is also part of the premium increase calculation the company needs for a profitable 
block of business. When more people than expected keep their polices, the company will have greater claims 
exposure, driving up the amount of the premium increase needed. 

26 ibid. 
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The NAIC added a provision to the Model Regulation previously enacted in California that 
allows consumers to reduce the benefits they bought in return for a lower premium following 
a premium increase, or at any other time after purchase. This will help people keep some 
amount of coverage in force at a premium cost close to what they have been paying. In 
another action the NAIC adopted a Contingent Benefit on Lapse, allowing a person subjected 
to cumulative premium increases of a certain percentage based on their current age, to lapse 
their policy and maintain benefits equal to the premiums they have paid. There are however 
no requirements about how companies are to maintain contact with a previously insured 
person or how those previously insured people will know to claim those benefits. 

Example: 

Mrs. T.R. recently needed home care services. Her family thought she had insurance for this 
kind of care in the past, but didn’t find a policy. They did find a notice that describes her 
right under a class action lawsuit to cancel her coverage and retain approximately $39,000 in 
benefits. The local HICAP in California, part of the federally funded SHIP network, is 
working with the family to determine what, if any, action she might have taken after receipt 
of this letter, and what benefits she may have, if any. 

VI. WAYS TO REDUCE CONSUMER CONFUSION 

The text in this section is excerpted from our 2006 research report for AARP’s Public Policy 
Institute, Comparing Long-Term Care Insurance Policies: Bewildering Choices for 
Consumers . 27 

Consumers who consider buying long-term care insurance are bewildered by the complicated 
nature of these policies and the inability to compare one policy with another. Comparing one 
long-term care policy with another is a challenge, even for professionals. Consumers will 
find very little independent and objective help or guidance to assist them during the decision- 
making process. Few elements of a policy are standardized leaving consumers unable to 
measure and compare how several LTCI policies will pay for their care. Benefits may appear 
to be the same, but the details of those benefits make it impossible to do a side-by-side 
comparison among several products. Agents are often not well trained to understand how 
these policies work, or to help a consumer make a comparison between one policy and 
another. An unwary consumer who relies on choosing the policy with the lowest premiums 
may have fewer benefits, expensive gaps in benefits, higher out-of-pocket costs than 
expected, and the potential for a steep increase in premiums later. 

Long-term care insurance products contain an assortment of benefits and features, and come 
in policy designs that vary from one company to another, leading to significant product 
differences within a single state despite what appear to be similarities of benefits. In 
addition, an assortment of riders can be added that enhance, change, or modify the benefits 
of the base policy. If policy components were standardized, a tool might be developed to 
help consumers compare one LTCI policy with another. Consumers would also have a 
better chance of selecting an appropriate package of benefits and understanding how their 
policy works. No such tool, beyond the most rudimentary, currently exists because it is 
impossible to design one that will compare policies, provisions, and practices that vary so 
greatly, even within a single state. 


21 See: hup: -"www.aarp.org. "research donglenncare/insuiance/3006 13 Itei.htmi . 
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While standardizing components of an LTCI policy is desirable, creating standard benefit 
packages does not seem to be an appropriate solution, because the selection of an LTCI 
policy is so dependent on the needs and the financial circumstances of the purchaser. This 
kind of standardization could leave some people, who might fall between the cracks of a few 
standardized packages, without the ability to buy the protection they need, or with buying 
the wrong set of benefits for their circumstances. The NAIC Models represent a regulatory 
framework that Congress could utilize to begin moving towards standardization of some 
components of these policies. 

VII. PARTNERSHIP PROGRAMS 

Amid concerns about increasing Medicaid payments for long-term care services and the 
growing numbers of people who exhaust their assets and mm to Medicaid for help, Congress 
enacted the Deficit Reduction Act (DRA) that allows states to ignore assets above the 
Medicaid limit and waive asset recovery when people buy state approved long-term care 
policies as part of a public-private Partnership program . 28 This arrangement is often referred 
to as “asset protection,” a formal agreement between the state Medicaid program, the insurer 
issuing the policy, and the purchaser. 

A Partnership program, in theory, allows consumers to shelter certain amounts of their 
personal assets from the state Medicaid program by buying a state certified long-term care 
insurance policy that will pay for their care in the future. In return the state promises that if 
the individual later qualifies for Medicaid benefits, each dollar of insurance benefits paid will 
protect one dollar of their assets from the state’s spend down requirements and later estate 
recovery actions. State Medicaid programs may benefit if a person uses their insurance 
benefits instead of Medicaid, or delays accessing Medicaid until their insurance benefits are 
exhausted. However, much of the success of a Partnership program depends on the standards 
a state establishes and the regulatory oversight it provides. 

States need to build a solid foundation for their public-private partnership, ensure strong 
standards for participating companies and products, and provide strong oversight of the 
program and the consumers it serves. Partnership status should be limited to high quality 
dependable products that meet strict state standards, and to companies that are willing to 
comply with those standards to ensure that they will deliver on their promise of future 
benefits, and that the asset protection consumers have been promised will apply when they 
use those benefits. 

States should consider the following specific issues when offering a Partnership program 

Marketing : Commercial insurance companies and their sales agents clearly have a 
compelling and valuable marketing advantage when a state Medicaid program enters into a 
long-term care insurance Partnership program. This is because an insurance policy that is 
endorsed by the state makes it instantly both attractive and credible, and sets it apart from 
other long-term care insurance policies. While sales opportunities for these products begin 
immediately the effect, if any, on a state’s Medicaid program will not be known for many 
years, perhaps decades. 


28 Deficit Reduction Act of 2005 (DRA), PL 109-171. See Section 6021 that amends Section 1917(b) of the 
Social Security Act to provide for Qualified State Long-term care Insurance Partnership programs. See: 

http://www.dehpg.net/LTCPartnership/map.asp x. 
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To ensure that companies and sales agents don’t exploit their connection to the state 
government, states need to develop strong standards for marketing and sales conduct. 
Consumers must be protected from overzealous advertising and misleading sales promotions, 
particularly seniors who may be a prime market for agents selling a state approved product, 
and one that the state may even promote and encourage its residents to buy. Bonuses, 
incentives and other sales reward programs are often used to increase sales of long-term care 
insurance and will compete with a state’s interest in appropriate marketing and sales of these 
state endorsed products. 

Taking advantage of the halo of state endorsement, sales agents may also include other 
insurance products in the same sales session, such as annuities and burial insurance. States 
should fully consider the effect of cross selling other insurance products to prospective 
purchasers of Partnership policies. 

In addition, careful consideration should be given to the state’s role in the promotion, 
marketing and sale of a commercial product that may be in conflict with their role as a 
government agency and draw public criticism. 29 Such a relationship with the private market 
will require careful monitoring of these products and the people who sell them to maintain 
the integrity of the program and ensure consumer confidence in the program. 

Medicaid eligibility, benefits, and asset protection in the state of purchase : The 

relationship between commercial insurance products and a public benefits program through a 
Partnership agreement is a complicated arrangement, with many opportunities for confusion. 
Written descriptions and explanations of a Partnership program and the interaction between a 
commercial insurance policy and a state’s Medicaid program should be drafted by the state 
Medicaid office with verbatim use required by agents and companies. Consumers will need 
an official explanation of Medicaid eligibility requirements, Medicaid benefits, asset 
protection accumulation and application, and estate recovery actions in their own state and 
some information about other states, in the event that they use their policy in a state different 
than the state of purchase. 

Additionally, consumers need to be aware that states can change their Medicaid program at 
any time, and that they will have to meet the eligibility requirements in place at the time they 
apply for benefits in the state of purchase, or the one they move to later. Consumers also 
need to understand that asset protection reciprocity is not assured, that benefits available 
under Medicaid in their own state may not be covered in another state, that another state may 
apply a different standard to their protected assets, and that states can withdraw from active 
Partnership participation at any time. 30 

Agent Training: The DRA has no requirement in regard to agent training for qualified 
Partnership programs. It is our belief that agents should be required to take no less than eight 
hours of training on long-term care insurance and an additional 8 hours on Partnership 
products to ensure that they have the knowledge to accurately present information about 
these products and their interaction with a state’s Medicaid program. 

29 See e.g.: “States Draw Fire for Pitching Citizens On Private Long-Term Care Insurance”, Wall Street loumal, 
Jennifer Levitz and Keliy Greene, 2/26/08. 

30 Reciprocity standards issued by the Department of Health and Human Services allows states with Partnership 
programs to apply their own Medicaid rules to a Partnership policy purchased in another state. States may opt 
out of reciprocity, or participation in a Partnership program, at any time. See Reciprocity Standards Draft 2 at 

http://Www.dehiig.nct/LTCi > artnership/eencric.a.sox?idir^federal%20giiidance%20documents . 
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This is the standard required in California before an agent can sell a Partnership policy. No 
less than four hours of continuing education during each licensing period, usually two years, 
should be required to ensure that agents have the most current information about state’s 
Medicaid program and the state's Partnership program. 

The state Medicaid program should actively participate in setting standards for these 
trainings, and monitor the training materials used to teach agents about the state Medicaid 
program and its interaction with commercial insurance products. In addition, the state 
insurance department should review and approve training instructors and their courses. This 
approval would verify to the state Medicaid agency that agents completing these trainings 
will have a thorough working knowledge of the Partnership products and a state’s Medicaid 
program. It would also ensure that the agent certification requirements under federal law are 
met. 

Recent amendments to the NAIC Model Act imposes training requirements for agents selling 
long-term care insurance and specifies the content of training courses, but delegates the 
responsibility for certifying that knowledge and understanding of agents to the insurance 
companies whose policies they sell . 31 Federal law, however, ultimately places that burden 
on the state insurance department and the state Medicaid agency . 32 

In addition, agents and companies selling these policies to some extent represent the state 
when selling a Partnership policy. The active involvement of state agencies in setting the 
training standards and approving instructors and courses will help ensure the quality and 
accuracy of their representation and the products they are endorsing. 

Selling a long-term care Partnership insurance policy places a greater burden of 
accountability on agents to guarantee that state endorsed policies are sold appropriately to 
people who can benefit from them, and that they are not sold inappropriately to people who 
can ill afford to pay for them over their lifetime. 

VIII. PARTNERSHIP PRODUCT STANDARDS 

The DRA established certain standards that qualified Partnership policies must meet, 
building on previous standards established by HIPAA for tax-qualified policies. States can 
create higher standards than those in federal law as long as these standards don’t exceed 
those for other long-term care policies sold in the state, or conflict with federal law. This 
flexibility allows states to upgrade their product standards and consumer protections, thus 


The NAIC Long-Term Care Insurance Model Act Producer Training Requirements Section 9.C (2): Insurers 
subject to this Act shall maintain records with respect to the training of its producers concerning the distribution 
of its Partnership policies that will allow the state insurance department to provide assurance to the state 
Medicaid agency that producers have received the training contained in Subsection B ( 2)(a ) as required by 
Subsection A (1) and that producers have demonstrated an understanding of the Partnership policies and their 
relationship to public and private coverage of long-term care, including Medicaid, in this state. These records 
shall be maintained in accordance with the state’s record retention requirements and shall be made available to 
the commissioner upon request. (Emphasis added) 

32 Sub-chapter B, Sec. 602 1(V) The State Medicaid agency under section 1902(a)(5) “provides information and 
technical assistance to the State insurance department on the insurance department 's role of assuring that any 
individual who sells a long-term care insurance policy under the Partnership receives training and 
demonstrates evidence of an understanding of such policies and how they relate to other public and private 
coverage of long-term care.” (Emphasis added) 
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ensuring their residents are adequately protected when buying these state-endorsed 
Partnership policies. 

Four specific areas of product standards and their limitations are discussed below: inflation 
protection, suitability standards, rate stability, and notice of SHIP availability. 

Inflation Protection : The federal standards of the DRA allow insurers a great deal of 
flexibility. For instance, federal law requires “annual compounded inflation protection” for 
purchasers 60 years of age or younger and “some type of inflation protection” for people 
between the ages of 61 and 76 years of age. However, it is doubtful that Congress 
envisioned the myriad of methods and combinations of inflation protection the insurance 
industry could construct within this broad statutory language. 

A July 19, 2006 letter from Senator Charles Grassley, Chair of the Senate Committee on 
Finance, and Congressman Joe Barton, Chair of the House Committee on Energy and 
Commerce to Dennis Smith, Director of the Medicaid branch of the Centers for Medicare 
and Medicaid Services (CMS) expressed their joint displeasure with one method of inflation 
protection that CMS would allow. Since then the Department of Health and Human Services 
has designed data elements that companies issuing qualified Partnership policies must report, 
as required by the DRA. to allow the federal government to track various components of this 
public-private partnership. The sheer number of data elements pertaining just to inflation 
protection reflects the potential for a dizzying array of combinations and methods of 
providing this protection. 

Since federal law neither prescribed the amount of compounded inflation protection that was 
required nor whether the company, or the covered person, had to continue inflation 
protection over the life of the policy, the potential exists, for example, of a company selling a 
policy with 2 percent compounded inflation protection that lasts only until a person is 61 
years old and then replacing that method with an option of purchasing another form of this 
protection at additional cost that will end or expire during the term of the policy. 

This is just one example of how an inflation protection benefit can be manipulated in a way 
that is dangerous for both unsuspecting consumers and the state. Long-term care insurance 
policies without adequate inflation protection put a state Medicaid program at risk of 
spending its own dollars when a person's insurance benefit falls further and further behind 
the cost of care with each succeeding year. To prevent this, states can limit the number and 
variations of inflation protection that can be offered in their state, and require that companies 
offer only certain limited combinations, as long as the minimums are not below those 
required by federal law and they apply to all long-term care policies sold in the state. 

The failure of federal law to define and require adequate inflation protection leaves 
consumers at risk for steadily building an unaffordable co-payment liability that will come 
due when they need care. States should carefully consider the effect on their state Medicaid 
program if consumers arrive on the day of care with a monthly co-payment that consumes a 
large part of their income, a benefit that lags significantly behind the increasing cost of care, 
and results in tapping assets they planned to protect. 

Suitability Standards: The DRA did not address the issue of suitability of benefits and 
premiums for consumers who buy Partnership policies. Section 24 of the NAIC Model 
Regulation for Long-Term Care Insurance requires companies to develop and train their 
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agents on standards of suitability. The Model does not specify those standards but leaves it 
up to companies to develop their own. We believe the state Medicaid program in consultation 
with consumer groups and companies should develop the standards to be applied to the sale 
of Partnership policies. Partnership products are unique with respect to the need to consider 
income and assets along with the likelihood of future eligibility for Medicaid. Suitability 
standards might also help agents understand how to better tailor benefits to the needs of 
Partnership purchasers. 

Agents, companies, and states also need to acknowledge that not everyone can afford a long- 
term care policy, and not evetyone needs a Partnership policy. Consumer groups are 
justifiably concerned that some moderate income consumers will spend a large percentage of 
their income to protect small amounts of assets that may already be exempt under federal 
spousal impoverishment law for purposes of Medicaid eligibility, or that these policies will 
be inappropriately sold to people who have neither the income to pay for them over time, nor 
significant assets to protect. 

Rate Stability : The NAIC requirements for initial rate filings and rate increase requests are 
not included in the DRA and were not included previously in HIPAA. The lack of rate 
regulation has resulted in erratic and sometimes dramatic premium increases. Indeed, 
premium increases by some companies that issued long-term care insurance policies have 
made headlines across the country. Having rate stability in long-term care insurance. 
Partnership policies is crucial to the premise that purchasers will still have their policies 
when care is needed. 

State Medicaid agencies need to carefully think through how premium increases may affect 
the state’s program. The worst of all possible situations is for consumers to spend large 
amounts of money over many years paying for coverage that may not be there when they 
need it. Taxpayers in the meantime will have subsidized those premiums through the federal 
tax code, 33 and subsidized Medicaid benefits for individuals who are unable to continue 
paying for their policy and subsequently qualify for that program. 

CONCLUSION AND RECOMMENDATIONS 


The surge of baby boomers who may live into their 80’s and beyond and their future needs 
for care coupled with a growing shortage of health care workers combine to present many 
planning challenges for providing and paying for the long-term care services this population 
will need. 

Today the quality of a long-term care insurance policy a consumer buys, the premium 
increases they experience, and their ability to resolve disputed claims depends on the state 
they live in. The unwillingness of state legislatures to enact better standards and consumer 
protections shouldn’t be the determining factor of whether consumers have access to high 
quality products. Federal law could mandate additional minimum standards by directing the 
NAIC to form a working group to develop those standards and amend the NAIC Models, as 
was the case with Medigap standardization under OBRA 90. That process when mandated 
by federal law with participation by federal agencies, consumer groups, industry and 
regulators can work to accomplish common goals. 


35 The Health Insurance Portability and Accountability Act of 1996 (HIPAA, P.L. 104-191) allows certain 
amounts of premiums paid for these policies, based on the age of the taxpayer, to be deducted as a medical 
expense. Many states allow a similar deduction for state income taxes. 
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States sometimes argue against the creation of national standards by claiming local 
conditions differ from one state to another. While that may be true with regard to services 
and providers, consumers deserve quality products and consumer protections regardless of 
the state they live in. States should play a traditional, primary role in enforcing federal 
standards, in establishing standards above the federal minimum, and in monitoring 
performance of companies. 

Examples of standards needed: 

> Require notification of the availability of free counseling by the federally 
funded State Health Insurance assistance Programs (SHIP) in company 
advertising materials, outlines of coverage, including the contact information 
for the local program. 

> Require agents selling long-term care insurance to provide the local SHIP 
contact information at the time of solicitation. 

> Begin standardizing various elements of long-term care policies to limit 
consumer confusion such as: 

o Definition of family members who cannot be reimbursed; 
o Definition of waiting periods and how those are applied; 
o Definition and operational rales for an alternate plan of care; 
o Definition of a person’s home to include the home of others; and 
various congregate living arrangements that are clearly not 
institutional in nature. 

> Require a two-year limitation on contestability. Companies through adequate 
underwriting should be able to screen out fraudulent applications and those 
with evidence of a health or cognitive condition. 

> Develop operational rules for the 90-day certification required by HIPAA to 
clarify that it cannot be used to delay the beginning of a deductible or waiting 
period. 

> Require annual notification to former policyholders of their contingent benefit 
information, along with required reporting to states and tracking by states. 

> Develop a clear requirement that a policy benefit payable in the state of issue 
is payable in any other state without regard to structural differences in 
providers (i.e. number of beds), or state requirements for providers. 

> Establish a reasonable range of inflation protection methods, amounts, and 
benefits to ensure consistency with state and federal standards. 

> Regularly update federal HIPAA and DRA standards to include the most 
recent provisions of the NAIC Model Act and Regulation and to keep pace 
with an evolving market and product. 
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> Require policies to make the total value of all benefit periods available in any 
covered setting. 

> Require that policies approved through the NAIC Interstate Compact use the 
latest version of the NAIC Model Act and Regulation and incorporate and 
apply any changes to those Models as they occur. 

> Tighten the responsibility of states with respect to Partnership programs, as 
previously outlined. 


Thank you for the opportunity to provide these comments. Respectfully submitted by: 

Bonnie Bums, Training and Policy Specialist 
California Health Advocates 
21 Locke Way 

Scotts Valley, California 95066 
831.438.6677 (phone) 

831.438.2441 (fax) 

408-497-8403 (cell) 
bbums@cahealthadvocates.org (email) 
www.cahealtliadvocates.org (website) 
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Ms. Schakowsky [presiding]. Thank you, Ms. Burns. Chairman 
Stupak had to briefly leave to testify at another committee and I 
will be chairing for the moment. 

Mr. Vogelsong. 

STATEMENT OF JACK E. VOGELSONG, CHIEF, PENNSYLVANIA 

DEPARTMENT OF AGING, DIVISION OF LONG-TERM LIVING 

Mr. Vogelsong. Chairman Stupak, Congressman Barton, and 
Congressman Shimkus and distinguished members of the com- 
mittee, thank you for the opportunity to testify today on the impor- 
tant issue of long-term care insurance and consumer protection. My 
name is Jack Vogelsong and I am currently the Chief of the Divi- 
sion of Long-term Living Public Education and Outreach of the 
Pennsylvania Department of Aging. 

When Governor Edward G. Rendell took office in 2003, he out- 
lined several strategic priorities that would serve to guide his ad- 
ministration. One of these important priorities was to reform Penn- 
sylvania’s long-term living system. By the year 2020, one in four 
Pennsylvanians will be over the age of 60 and more than half of 
those individuals will need long-term living services at some point 
in their lifetime. When asked, 90 percent of our residents indicated 
that they would prefer to receive services in their homes and in 
their communities. In addition to the consumer preference, institu- 
tional care is nearly twice as expensive as providing services to an 
individual in their home and community. Despite these compelling 
facts, when Governor Rendell took office, 80 percent of long-term 
care was delivered in our institutional settings and only 20 percent 
of our services were provided in home and community-based serv- 
ices. The Rendell administration recognized therefore that bal- 
ancing the long-term living delivery system to enable more individ- 
uals to remain in their home was both an ethically and fiscally re- 
sponsible approach. 

To this end, the governor convened the Long Term Living Coun- 
cil. This council introduced a number of reforming issues including 
the creation of the new Division of Long-Term Living Public Edu- 
cation and Outreach. Our goal is to ensure that the residents of 
Pennsylvania know how to access our services and a major priority 
is to assist individuals to take appropriate planning action for the 
possibility of needing their own long-term care services at some 
time in their life. 

Prior to assuming this position, I served for over 12 years as the 
director of Pennsylvania’s State Health Insurance Assistance Pro- 
gram, known as SHIP. In Pennsylvania, we are known as the AP- 
PRISE program. SHIPs provide information to consumers about 
the appropriateness of long-term care insurance and assist con- 
sumers in matching their projected financial goals with policies. 
Also, SHIPs are contacted when consumers have complaints. Our 
network is delivered through the 52 area agencies on aging and we 
have over 500 volunteers. Ninety-seven of those individuals have 
completed 3 days of training and have passed a certification exam 
specifically on long-term care insurance and other financial matters 
related to long-term living. 

Often, consumers have called upon me to evaluate their existing 
policies and to determine if their coverage matched their goals. In 
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several cases, I was asked to intervene on consumers’ behalf to ob- 
tain payment from the insurer when the consumer believed he or 
she was entitled to payment of claims or services received. As my 
role as the former SHIP director, my experience in claims proc- 
essing problems, I generally served as interpreter between the con- 
sumer and the insurance company. There are a lot of language 
issues. People do not communicate. They do not understand. There 
are a variety of reasons why there are claims problems. Certain 
carriers have deliberately delayed strategies to make payment on 
legitimate claims by requiring repeated documentation. In some 
cases, caregivers only come to the knowledge that their parent or 
the person that they are caring for had a policy 6, 8 months after 
the person started receiving care and they have to backtrack and 
collect all the claims information and submit it to the insurer, and 
in many cases, we intervene with them in helping get that informa- 
tion from the provider. In most cases the claims were the result of 
the policy not providing reimbursement because the policyholder 
was not receiving services in the appropriate long-term care set- 
ting. If there is one single piece of advice that I can give a con- 
sumer with a claims issue it is to contact their state insurance de- 
partment. 

In a recent survey for the Commonwealth, the Penn State Center 
for Survey Research telephone interviewed 2,630 individuals age 50 
and older. The study surveyed these individuals to determine their 
current health status, involvement with needing long-term care 
services, insurance coverage and plans. 

Ms. Schakowsky. Mr. Vogelsong, I just wanted to warn you, you 
have 48 seconds, so I wanted to make sure you can say what the 
most important things are in your testimony. 

Mr. VOGELSONG. Thank you. Let me get to my recommendations 
then. We recommend that when an insurance agent sells a policy, 
that the out-of-pocket costs, the difference between what the policy 
pays and what the daily costs of a nursing home are be given to 
them in a dollar amount and not a percentage figure, that the 
elimination period or the deductible period also be given as a dollar 
amount and not a number of days. As long as the insurance indus- 
try pursues the public sector for tax incentives, we expect the in- 
surance industry to act in the highest ethical standards and re- 
quire that they enforce market contact of their independent agents. 
We also request that the insurance companies come to some stand- 
ard of excellence. We all hear of the so-called good companies and 
the bad companies. We think the public should know who those 
good companies and bad companies are. We also recommend that 
Congress do two things. We participated in the Own Your Future 
campaign. Sixteen percent of the 1.6 million people in Pennsyl- 
vania that received a letter from Governor Rendell requested the 
planning kit. We think this is probably one of the most effective 
things the Federal Government can do is to continue to support 
that effort. Thank you. 

[The prepared statement of Mr. Vogelsong follows:] 

Statement of Jack Vogelsong 

Chairman Stupak, Congressman Barton, Congressman Shimkus, and distin- 
guished members of the Committee, thank you for the opportunity to testify today 
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on the important issues of long term care insurance and consumer protections. My 
name is Jack Vogelsong, Chief of the Division of the Long Term Living Public Edu- 
cation and Outreach, housed at the Pennsylvania Department of Aging. 

When Governor Edward G. Rendell took office in 2003, he outlined several stra- 
tegic priorities that would serve to guide his administration. One of these important 
priorities was to reform Pennsylvania’s long term living system. By the year 2020, 
one in four Pennsylvanians will be over the age of 60, and more than half of all 
individuals will need long term care at some point during their lifetime. When 
asked, nearly 90% of individuals indicate that they would prefer to receive long term 
care in their homes and communities rather than in an institutional setting. In ad- 
dition to the issue of consumer preference, institutional care is nearly twice as ex- 
pensive to provide as home and community based services. Despite these compelling 
facts, when the Governor took office, 80% of long term care was delivered in institu- 
tional settings, only 20% of long term care was provided in home, and community 
based settings. The Rendell administration recognized, therefore, that balancing the 
long term living system to enable more individuals to remain in their homes and 
communities was both the ethically and fiscally responsible approach. To this end, 
the Governor convened the Long Term Living Council, a cabinet-level body charged 
with creating a long term living strategic reform plan. 

The Council introduced a number of reform initiatives, including the creation of 
a new division of Long Term Living Public Education and Outreach housed in the 
Department of Aging. The division represents the Council’s acknowledgment that, 
for its long term living reform initiatives to be successful, it is essential to raise pub- 
lic awareness about the availability of long term living services and the need to plan 
for one’s long term living future. The division was created in March of 2008 sig- 
naling the administration’s commitment to its long term living reform strategy. It 
targets individuals living with disabilities, older adults, their families, and loved 
ones and assists them to plan effectively and to navigate the complexities of the long 
term living system. 

Prior to assuming my current position, I served for over 12 years as the Director 
of Pennsylvania’s State Health Insurance Assistance Program (SHIP), better known 
in Pennsylvania as the APPRISE. The availability of the SHIP Network to assist 
consumers is expressed in the National Association of Insurance Commissioners 
publication “A Shopper’s Guide to Long Term Care Insurance, The Department of 
Health and Human Services National Clearinghouse for Long term Care Informa- 
tion,” and in most states, insurance agents are required to provide information to 
the consumer at the time of sale. SHIPs provide information to consumers about the 
appropriateness of long term care insurance and, if appropriate, assist consumers 
in matching their projected long term living needs and preferences with a policy. 
Also, SHIPs are contacted when consumers have complaints about claims processing 
and eligibility for benefits under their policy. 

In Pennsylvania, our APPRISE network includes staff in the 52 Area Agencies on 
Aging (AAAs) and nearly 500 volunteers. As Pennsylvania’s former SHIP director, 
I have personally counseled hundreds of people to determine the appropriateness of 
long term care insurance on a case-by-case basis. As part of this counseling, I as- 
sisted consumers in clarifying their financial goals for an insurance product and 
educated them on the long term care delivery system to ensure that the policy they 
selected would provide coverage consistent with their service preference, should they 
ever need those services. These decisions are challenging indeed for a consumer 
who, most likely, is decades away from the time during which they might need care. 

Often, consumers called on me to help them evaluate their existing policies and 
determine if their coverage matched their goals. In several cases, I was asked to 
intervene on the consumer’s behalf to obtain payment from the insurer when the 
consumer believed he or she was entitled to payment of claims for services received. 

As the former SHIP director, my experiences with resolving claims issues on be- 
half of the policyholder have revealed the following: 

• Certain carriers have employed strategies to delay payment of legitimate claims 
by asking for repeated documentation for services provided, and in one occasion re- 
fused to send the required claim forms to the policyholder. 

• In some cases, a caregiver acting on behalf of the policyholder only became 
aware of the existence of the policy months after they began receiving services and 
had difficulty obtaining the required provider documentation to submit the claim. 

• In most cases, the claims issues were a result of the policy not providing reim- 
bursement because the policyholder was not receiving services in the appropriate 
long term care setting. 

If there were one single piece of advice that I can give a consumer with a claims 
issue it would be to contact their state Insurance Department for assistance. 
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In a recent survey for the Commonwealth, the Penn State Center for Survey Re- 
search conducted 2,630 interviews with individuals age 50 and older. The study sur- 
veyed these individuals to determine their current health status, their involvement 
with people needing long term living services, income, education, insurance cov- 
erage, their plans and preparation for long term living services and their knowledge 
of services. To summarize these findings, the survey determined that the majority 
of people (56.7%) do not believe that they will ever need long term care services; 
most (94.1%) believed that Medicare would provide payment for their long term care 
services. Notably, 19% of the respondents said that they had private long term care 
insurance, even though the market penetration for long term care insurance in 
Pennsylvania is believed to be less than 8%. Of respondents who reported having 
long term care insurance, 44.8% did not know whether their policy included cov- 
erage for Adult Daily Living Services. 

Moreover, the vast majority (92.1%) of respondents said that they would prefer 
to remain in their own home and have family members involved with their care 
should they ever need services. In fact, 11% of the respondents indicated that they 
are providing long term living supportive services for an individual living in their 
home. The respondents providing support indicated that, in the prior week, they 
provided an average of 28.5 hours of care. 

Based on my experience, I believe that many consumers are ill prepared to make 
an informed decision to purchase long term care insurance that meets their finan- 
cial goals and allows them to receive the types of services they prefer. 

What is Pennsylvania doing? 

We are enacting strong consumer protections through legislation. As I 

mentioned earlier, consumers lack the basic information on public and private fund- 
ing options for long term living services. In addition they are unfamiliar with their 
probability of needing services, the cost and types of services that they would have 
available to them should they ever need care. Inaccurate and incomplete informa- 
tion prevents consumers from making informed decisions and makes them vulner- 
able to the actions of certain agents. We do not condone actions by agents that 
present half of the story and utilize scare tactics to create a sense of fear in individ- 
uals in order to sell long term care insurance. The notion of “scare them, then sell 
them” does not belong in the market place. The result is that consumers are sold 
policies that are often ill-suited to their financial and service needs. 

To safeguard consumers from these and other tactics on July 17, 2007, Governor 
Rendell signed into law Act 40 establishing the Long Term Care Partnership 
(LTCP). Act 40 contains strong consumer protections, including a requirement that 
makes it illegal to sell long term care policies that will pay claims only for nursing 
home care. Act 40 now requires that all long term care policies in Pennsylvania offer 
comprehensive coverage that allows consumers to choose the service delivery meth- 
od - nursing home, home care or other similar care — that best meets their needs. 
Additional protections under Act 40 include: 

• Insurance agents must complete a certified training, 

• Minimum standards for inflation protection, 

• the ability to exchange existing policies for Partnership Policies, and 

• an increase in the guaranty fund of $300,000 to protect consumers against loss 
if an insurance company becomes insolvent (a significant improvement over the 
prior limit of $100,000 that likely covered less than 1.5 years of services). 

To date the Pennsylvania Insurance Department has approved partnership poli- 
cies for five Long Term Care (LTC) companies and is working with other companies 
to approve additional policies. 

We are enacting strong consumer protections through responsive com- 
plaint investigations. The Pennsylvania Insurance Department relies heavily on 
complaint data, collaboration with other regulators and state agencies to drive their 
back-end regulatory functions and to develop legislative fixes when problems arise. 
A staff of experts that is sensitive to the needs of the consumer handles every com- 
plaint the Department receives. Complaints are used to develop action plans when 
problems arise and market conduct exams are utilized. For example, the Depart- 
ment recently collaborated with other state Insurance Departments to review the 
claims practices of the Conseco Senior Health Insurance Company. As a result, 
Conseco Senior Health developed stronger internal controls, replaced key manage- 
ment, implemented systems improvements, enhanced its employee training, and 
made other structural changes to benefit the policy holder. Similar market conduct 
exams are underway for other LTC insurance carriers. When a complaint is filed 
with the Insurance Department, every effort is made to expeditiously resolve it to 
the consumer’s satisfaction. While the Department’s Consumer Services Bureau and 
Consumer Liaison have conducted numerous public outreach events, including pres- 
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entations to senior centers, more outreach is needed to ensure that consumers are 
aware of services available to them. 

The Pennsylvania Insurance Department has three regional Consumer Service of- 
fices focused on addressing the needs of insurance consumers. The Department’s Of- 
fice of Consumer Liaison developed training and outreach events focusing on the in- 
surance needs of our citizens specifically targeting people interested in senior prod- 
ucts such as long term care insurance. 

We are raising public awareness via “Own Your Future”. On March 26, 
2008, Governor Rendell launched the state’s new “Own Your Future” campaign and 
urged Pennsylvanians to begin planning ahead to better meet their future long term 
care needs. The “Own Your Future” long term care awareness campaign is a joint 
federal-state initiative to increase awareness among the American public about the 
importance of planning for future long term care needs. Pennsylvania and Ohio 
were selected to participate in the campaign in 2008, joining 16 states that partici- 
pated in previous rounds. 

As part of Pennsylvania’s “Own Your Future” outreach effort, 1.6 million state 
residents ranging in age from 45 to 65 received letters from Governor Rendell en- 
couraging them to order a free planning kit produced by the U.S. Department of 
Health and Human Services. The kit offers information about planning for the fu- 
ture in areas including finances, legal services, and housing, health care and long 
term care insurance. Pennsylvania also contributed $1 million toward a comprehen- 
sive media buy to help supplement Governor Rendell’s mailing. Included in the 
media buy were television and radio spots, along with internet and newspaper ad- 
vertising. As of July 11, 2008, nearly 16% of the people who received Governor 
Rendell’s letter have requested the “Own Your Future” planning kit. This is more 
than twice the expected response rate based on previous “Own Your Future” cam- 
paigns. Ohio’s “Own Your Future” campaign has seen a similarly high response 
rate. We believe this trend reflects a growing interest by the American public in this 
issue. The time is right to promote education on long term living planning. 

While we were pleased to see the insurance industry redouble our efforts by ac- 
tively participating in the “Own Your Future” campaign by mailings and other 
methods, we also noted practices that confused the public and steered them to a 
product that may not have been in their best interest. Pennsylvania has and will 
continue to report these instances to its Department of Insurance for investigation. 

We are raising public awareness via public events: The Pennsylvania De- 
partments of Aging and Insurance will be sponsoring a series of information and 
assistance events across the Commonwealth to assist consumers to better prepare 
their future planning. These events will assist consumers to review their existing 
insurance coverage, examine their policy benefits and limitations, and become edu- 
cated on the role of the Insurance Department in complaint resolution. 

The State SHIP program currently has 79 APPRISE counselors trained to assist 
individuals in the selection of long term care insurance. These counselors have com- 
pleted a 3-day course and passed an exam. Counselors are required to attend annual 
recertification training and pass a recertification exam. These counselors will also 
host public seminars to educate consumers about financing options and dispel the 
myths that Medicare provides payment for long term care services. 

The Division of Long Term Living Public Education and Outreach will continue 
to build on the success of the “Own Your Future” campaign through public semi- 
nars, training of health care providers, development of publications and the expan- 
sion of the Commonwealth’s long term living web site. The Division will also pro- 
mote the expansion of home and community based services and programs that em- 
power consumers to remain in their homes and receive support services through for- 
mal and informal caregivers. We will also encourage individuals to consider their 
housing options to ensure that their homes are conducive to their aging in place. 
In the survey recently conducted by the Penn State Center for Survey Research, 
nearly half of the respondents indicated that they lived in two or more story hous- 
ing. Narrow hallways and doorways, steep stairs and the absence of safety features 
such as access ramps, grab bars, raised toilet seats, and levered door knobs can 
make it difficult to remain in their homes. Although in some cases modification can 
be made to the home, in other cases people will be encouraged to use lifestyle con- 
siderations including relocation to Continuing Care Communities as well as other 
housing options. 

We are raising public awareness via Web-based tools. In the fall of 2008, 
a web based decision tool will go live that will ask consumers a series of questions 
about their finances, health status, and personal care preferences. Based on their 
responses they will be provided written guidance for planning ahead, tips for select- 
ing a long term care insurance policy, and private and public options to finance 
services. 
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At this time, I would like to move into the recommendations portion of my testi- 
mony. 

Recommendations for States to Consider: 

1. Insurance agents should be required to provide a written statement to con- 
sumers that discloses: 

a. The monthly out-of-pocket cost for nursing home care when selling a policy with 
a daily benefit of less than 80% of the average daily cost of nursing home care in 
the consumers’ target market. 

b. The out-of-pocket costs borne by the consumer to meet the policy’s deductible 
or elimination period. 

c. As the long term insurance industry pursues the public sector for tax incentives 
and the long term partnership, it should concurrently ensure that their agents per- 
form to the highest ethical standards. 

2. Enact safeguards in the long term care insurance market similar to the safe- 
guards adopted in the Medicare Private Fee-for-Service market when marketing 
abuses arose there. These include: 

a. Hold insurers accountable for the market misconduct of their independent 
agents. 

b. Require that all market materials be reviewed and approved by the state Insur- 
ance Department. 

c. Require insurers or their agents to provide a schedule of their upcoming public 
information seminars to respective state insurance departments in advance of the 
events to enable investigators to monitor and ensure the accuracy of the information 
presented. 

3. Afford State Insurance Departments adjudicatory authority for claims disputes 
that permit direct penalties for single violations rather than depending on a pattern 
of practice under the Unfair Insurance Practices Act. By providing single occur- 
rences with fines of $5,000 per violation and $10,000 for each willful violation, cease 
and desist order license suspension or revocation, and restitution. Single incident 
fines would provide significant incentive for insurer to investigate the claim issues 
of their policyholder appropriately. 

4. Require insurers to provide written claims payment information on a regular 
and periodic basis to their policyholders as they age and whenever policyholders 
contact the insurer seeking information when they become eligible for benefits. 

5. Require that insurers uniformly advise their clients at the time a claim is de- 
nied or a policy cancelled that they have the option to contact their State Insurance 
Department to file a complaint. All claim disclosures should identify the Insurance 
Department as a claims resolution resource for the policyholder or his/her represent- 
ative. 

6. Require that the industry adopt uniform billing codes for long term care serv- 
ices to expedite the claims processing process. 

7. Require the insurance industry to develop a standard of excellence in customer 
services. 

8. Require the insurance carrier at the time they issue a policy to contact the pol- 
icyholder to ascertain whether they were fairly and ethically treated by the agent 
and to determine the appropriateness of the product for them. 

9. The industry should adopt performance measures to assure that policyholders 
fully understand the policy features. 

10. The insurance industry should support consumer directed models that allow 
consumers to pay family members to provide care. While we recognize the hesitancy 
of the industry to adopt consumer directed approaches, this is an important ap- 
proach in light of the projected workforce shortages in the long term living industry. 

11. Congress and the Administration should continue to fund the “Own Your Fu- 
ture” campaign on the federal level, and, if possible, increase the speed that it en- 
gages additional states in the project. 

12. The Centers for Medicare and Medicaid Services should be apportioned the re- 
sources to continue to train and support SHIP programs. Perhaps no other initiative 
has done more to ensure a uniform level of service and quality of providing indi- 
vidual assistance to consumers and unbiased information to consumers. 

Recommendations for Congress to consider: 

There may be a role for Congress to clarify provisions of the Deficit Reduction Act 
to improve consistent application of the DRAs Long Term Care Partnership pro- 
gram by the states. 

1. Congress should define the levels of inflation protection, which are currently 
only generally described. 

2. Congress could standardize producer training requirements to facilitate consist- 
ency among the states. 
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3. Finally, Congress could standardize the reciprocity requirements between and 
among states; such standardization would enhance the “Own Your Future” cam- 
paign efforts by making LTCP policies more portable. 

Conclusion: 

On behalf of Governor Edward G. Rendell and Secretary of Aging, Nora Dowd Ei- 
senhower, I would like to thank the Committee, for inviting me to share Pennsylva- 
nia’s experiences, remedies and recommendations on how to raise public awareness 
and protect our most vulnerable constituents. I would be glad to answer any ques- 
tions at this time. 


Ms. Schakowsky. Thank you. 

Dr. Cohen. 

STATEMENT OF MARC COHEN, PH.D., PRESIDENT, LIFEPLANS, 

INC. 

Mr. Cohen. Thank you, Madam Chairman and distinguished 
members of the committee. I am Marc Cohen, President of 
LifePlans, a Boston-based long-term care research, consulting, and 
products offering company. Our company has been conducting re- 
search on issues related to long-term care financing and private in- 
surance for over 20 years. I appreciate the opportunity today to tes- 
tify in this important issue. 

Today I would like to present findings from more than a decade 
of research about how long-term care insurance is influencing the 
lives of claimants and their families and how companies are serv- 
icing claims. I want to acknowledge the support for these studies 
by the Department of Health and Human Services, Office of Dis- 
ability, Aging and Long-Term Care Policy, and the Robert Wood 
Johnson Foundation. My testimony will focus on three broad areas: 
one, the impact of private long-term care insurance on claimants 
and their families; two, how families evaluate their experience with 
the insurance company at the time that they file their claim; and 
three, industry-wide claim approval and denial rates. 

We conducted personal interviews with an industry-wide random 
sample of more than 2,500 policyholders making initial or ongoing 
claims on their long-term care insurance policies to address these 
areas. Here is what we found. First, the vast majority of new 
claimants indicated that policy benefits were meeting their care 
needs. Moreover, they did not feel that policy coverage definitions 
encumbered their choice of providers. In fact, more than 90 percent 
of claimants felt that the contract definitions provided the nec- 
essary flexibility to enable them to exercise their service choices. 
Second, the insurance pays a significant percentage of the daily 
costs of care, which in part explains why so many individuals were 
satisfied with their policy. More than 75 percent of claimants re- 
ported that their policies were paying for most of their care at any 
given point in time. One month of benefits, which can total $3,000 
to $4,000, often exceeds a full year of premium costs. 

Third, having long-term care insurance allows disabled elders to 
remain in their homes and to delay or avoid using institutional 
services. When asked, about half of family caregivers and claimants 
who are receiving home care benefits felt that in the absence of 
their policy, they would have to seek institutional alternatives, 
would not be able to afford current service levels, would receive 
fewer hours of care and would have to rely more on family sup- 
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ports. Moreover, two-thirds of the family caregivers who were inter- 
viewed claimed that the presence of insurance-financed benefits 
has reduced caregiver stress. It has also enabled working care- 
givers to remain longer in the labor force. 

There have recently been a number of newspaper articles that 
have raised important questions about the claims payment prac- 
tices of companies. As part of our broader research effort and prior 
to the publication of these studies, we explored these issues related 
to the interaction between the policyholder and their insurance 
company at claim time. Here is what we found. First, the majority 
of policyholders, 77 percent, did not find it difficult to file a claim. 
Those who found the process challenging reported that it took 
longer than expected to obtain benefits and that they had issues 
understanding and completing certain claims forms. Second, the 
vast majority of all individuals filing a claim, 94 percent, did not 
have any disagreements with their insurance company that were 
not resolved satisfactorily. This includes individuals who are ap- 
proved for claim payment and those who were denied. 

There is controversy around the issue of claim denial rates. Until 
recently, there has been no independently provided empirical evi- 
dence to validate denial rates. Over a 2V2-year period, we tracked 
1,500 policyholders who had started or were just about to start 
using long-term care services. Here is what we found, and there is 
a slide available that summarizes this. Of those who filed an initial 
claim, 96 percent were approved and 4 percent were denied. Within 
1 year, however, roughly half of these initial denials were approved 
for benefit payments. That means that the industry-wide adjusted 
denial rate over a 1-year period was actually closer to 2 percent. 
Most of those initially denied were not disabled enough to meet 
benefit eligibility triggers or had not met their policy elimination 
period or were using services not covered under their policy. 

In summary, the findings from these studies suggest that on an 
aggregate basis, policyholders are satisfied with their insurance at 
the time that they need it most, that policy benefits are helping 
people live independently in the community, that choice is not 
being limited, that the policies are benefiting family caregivers, 
that the interactions between policyholders and insurers is gen- 
erally satisfactory, and that claim denial rates are less than 5 per- 
cent and diminish over time. 

Again, I appreciate the opportunity to testify and would be happy 
to answer any questions the committee might have. 

[The prepared statement of Mr. Cohen follows:] 
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I. INTRODUCTION 

Good morning, Mr. Chairman and members of the subcommittee. I am Marc Cohen, 
President of LifePlans, Inc. which is a Boston-based long-term care research, consulting and 
products-offering company. Among other things, our company has been conducting research on 
issues related to long-term care financing and private insurance for over 20 years. We are an 
organization that coordinates the private long-term care insurance industry for research studies 
that contribute to the knowledge base and provide empirical data to inform policymakers, 
regulators and the industry itself. 

These hearings underscore the subcommittee’s commitment to supporting policies that 
help the long-term care needs of our nation’s aging population. I appreciate the opportunity to 
testify on this important issue. Today I would like to present findings from more than a decade 
of research about how long-term care insurance is influencing the lives of claimants and their 
families and how companies are servicing claims. I want to acknowledge the support of the 
Department of Health and Human Services, Office of the Assistant Secretary for Planning and 
Evaluation, Office of Disability, Aging and Long-Term Care Policy and the Robert Wood 
Johnson Foundation for these studies. They had the foresight to fund research over the past 
decade that has important implications today. My testimony, which is based in large part on 
recent studies, will focus on three broad areas: 

( 1 ) The impact of private long-term care insurance on claimants and their families; 

(2) How families evaluate their experience with the insurance company at the time that 
they file their claim; and 

(3) Industry-wide claim approval and denial rates. 


1 
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The information presented here is representative of the industry as a whole. '’ 2 ’ 3 ' 4 ' 5 ' 6 
I. The Impact of Private Long-Term Care Insurance on Claimants and Families 

Private long-term care insurance currently pays less than 10% of the nation’s long-term 
care service bill, but its share will likely grow in the coming years as more people obtain policies 
and as current policyholders age, become disabled and require care. Between the individual and 
group market, more than 10 million policies and riders have been sold and the number of 
individuals with policies is estimated to be between 6 and 7 million. 7 Estimates are that in 
2007, long-term care insurance companies paid out more than $4 billion in claims payments to 
disabled policyholders, and held far more in reserves for future payments. 8 These payments 
help disabled policyholders purchase home care services, assisted living and nursing home care. 
While the aggregate dollars paid by policies does provide us with information about the financial 
value to disabled elders and their families, these statistics do not tell us how these insurance 
payments are affecting the lives of policyholders and their families. Are policies helping people 
stay in their homes longer? Are claimants satisfied with their purchase decisions? What impact 
are policy benefits having on the lives of family caregivers? 

To answer these and other questions, we completed studies based on personal interviews 
with more than 2,500 policyholders making initial or ongoing claims on their long-term care 
insurance policies. These individuals were randomly selected from major long-term care 
insurance companies and their experience is representative of the industry as a whole. Here is 
what we found: 

First, the vast majority of new claimants indicated that policy benefits were meeting their 
care needs. Moreover, they did not feel that policy coverage definitions encumbered their 
choice of providers. In fact, across all service settings, more than 90% of claimants felt that the 
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contract definitions provided the necessary flexibility to enable them to exercise their service 
choices. 


Figure 1: Are policy benefits helping to meet need and are they flexible 
in covering services? 



Policy Benefits are Meeting Needs Policy Definitions have not restricted my 

choice of services 


S3 Home Care Claimants ■ Assisted Living Claimants □ Nursing Home Claimants 


Notes: This data is derived from individuals who have begun receiving insurance benefits within four months of the 
interview. 

As well, about 80% of claimants reported that having the insurance made it easier for them to 
obtain services and that it provided them with greater flexibility with respect to their choice of 
service setting. This is particularly important because one of the major concerns that people 
have at the time that they are offered the policy, is whether the insurance will pay the benefits 
that are defined in the policy. Moreover, an important reason why people buy the insurance is to 
assure that if they need services, they will have flexibility regarding service choice. 9 

Second the insurance pays a significant percentage of the daily costs of care, which in 
part explains why so many claimants are satisfied with their policy. The majority of claimants — 
more than 75% -- reported that their policies were paying for at least most of their care at any 
given time. More than 90% of the daily costs of home care and assisted living are paid for by the 
insurance. The figure is closer to 75% for nursing home claimants. Policy payouts range 
greatly, depending on the costs of services and the benefit plan chosen by the policyholder. 
Payouts in excess of $3,000 - $4,000 a month are not uncommon. Thus, one month of long-term 


3 






44 


care insurance benefits paid to a policyholder in a facility setting will typically exceed a full year 
of premium costs. 

While there is a large financial impact on individuals and their families, there is of course 
an effect on public expenditures as well. Our own simulations show that having the insurance 
will lead to a reduction in the probability of spending down to Medicaid eligibility for some 
policyholders. This necessarily implies that as the market continues to expand to lower age 
groups and more modest income groups, (through state-sponsored Long-term Care Partnership 
Programs, for example), public expenditures on long-term care should decline . 10 

The positive view of the impact of the insurance persists over time so that even among 
policyholders who had been receiving services for a little more than a year, more than four in 
five indicated that they were satisfied or very satisfied with their policy. This is not surprising 
given the fact that out-of-pocket expenditures are reduced by thousands of dollars a month for 
most claimants. 


Figure 2 : Percentage of daily costs covered by policies and 
percentage of claimants satisfied with their policy 



Percentage of daily costs covered by Percentage of claimants satisfied with 
LTC Insurance their policy 


H Home Care Claimants ■Assisted Living Claimants □ Nursing Home Claimants 


Notes: This data is derived from 1,200 individuals who have been receiving insurance benefits for an 
average of 13 months. 


Third, having long-term care insurance allows disabled elders to remain in their homes 
and delay or avoid using institutional services. When asked, about half of both family caregivers 
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and claimants who were receiving home care benefits felt that in the absence of their policy, they 
would have to seek institutional alternatives, would not be able to afford current service levels, 
would receive fewer hours of care, and would have to rely more on family supports (see Figure 
3). Moreover, two-thirds of family caregivers claimed that the presence of insurance-financed 
benefits had reduced the stress associated with caregiving; also, adult children who cared for an 
insured disabled parent were more likely to be able to stay in the labor force when their parent 
had long-term care insurance. 1 1 


Figure 3: Impact of Policy on Home Care Claimants: 
In absence of policy would: 



..have to seek ...not be able to ...receive fewer ...rely more on 
institutional afford current hours of care family supports 

alternatives service levels 


Notes: This data is derived from 700 home care claimants who have been receiving insurance benefits for 
an average of 13 months. 

Taken together, these data suggest that the vast majority of disabled policyholders are satisfied 
with their insurance at the time that they need it most; that policy benefits are helping people live 
independently in the community; that choice is not being limited: that the insurance pays for a 
high proportion of the costs of care; and that family caregivers are benefiting from the insurance 
as well. 
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II. Interactions with the Insurance Company at Time of Claim 

There have been a number of relatively recent newspaper articles that have raised 
important questions about the claims payment practices of long-term care insurance 
companies. 1213 As part of our broader research effort, and before the publication of these 
articles, we had explored a number of issues related to the interaction between policyholders and 
long-term care insurance companies at the time that claims were being filed. 

We asked about 1 ,500 individuals how easy or difficult it was to file their claim (See 
Figure 4). Most policyholders (77%) did not find it challenging. Slightly less than one-quarter 
(23%) did find filing a claim to be difficult. When looked at by service setting, a higher 
percentage of nursing home residents found filing a claim difficult (3 1 %) than those receiving 
care at home (22%) or in an assisted living facility (21%). For those who found it difficult, the 
most common reasons were that it took longer than expected to obtain benefits and that there 
were certain problems understanding and filling out the claim forms. 1 


Figure 4: Ease of Filing Claims and Obtaining Benefits 



IS Total ■ Filing for Home Care O Filing for Assisted Living □ Filing for Nursing Home 

Notes: This data is derived from individuals filing claims for the first time. 


1 Nursing home residents were the most disabled and were far more likely to be cognitively impaired. 
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Given the relatively complex nature of long-term care insurance, when someone files a 
claim there is likely to be a great deal of personal interaction with the insurance company. We 
asked individuals who were filing their first claim if they had had any disagreements with the 
insurance company and whether such disagreements were resolved satisfactorily. This question 
was asked of both individuals who had their claim approved and those whose claim was denied. 
The vast majority of individuals filing a claim (94%) did not have any unresolved disagreements 
with their insurance company. Among people approved for claim, 97% had no unresolved 
disagreements and even among those denied claims about two-in-five were in agreement with 
the insurer. Thus, even among the minority of people who report difficulty when they first file a 
claim have had the insurance company deal with their issues in a satisfactory manner. 

Figure 5: Proportion of Both Approved and Denied Claimants Reporting 
Disagreements with their LTC insurance Company 



Notes: This data is derived from individuals filing claims for the first time. 

This is a particularly important finding because an impediment cited by individuals who 
choose not to buy LTC insurance has been a fear that insurers will not pay for benefits as stated 
in the policy; moreover, among buyers of LTC insurance, an important reason for purchasing the 
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insurance in the first place is the belief that having the insurance will give them the freedom to 
choose the care that they prefer - something which is indeed occurring. 14 Thus, while the hopes 
of buyers seem supported by these findings, the fears of non-buyers about not getting the benefits 
that they desire when they are determined to be benefit-eligible seem to be unwarranted. 

III. Industry-wide Claims Denial Rates 

People purchase long-term care insurance in part to assure that if and when they become 
disabled their policies will pay for the care that they need. Until the Health Insurance Portability 
and Accountability Act (HIPAA) of 1 996 standardized benefit triggers, consumers faced some 
difficulty in knowing the circumstances under which they would receive benefits under their 
policies. The passage of HIPAA helped to clarify this issue for consumers. 

Since the payment of claims is really where the “rubber meets the road” when it comes to 
long-term care insurance, it is important to examine the extent to which individuals who file a 
claim under their policy are approved to receive benefits. While there have been anecdotal 
reports in a number of newspaper articles that claim denial rates are excessive (some alleging 
that such rates are greater than 20% in some areas), industry data provided to the National 
Association of Insurance Commissioners (NAIC) suggests claims denial rates are relatively low 
- between 3% and 6% depending on how claims are counted. Until recently, there has been no 
independently provided empirical evidence to validate the probability that a policyholder 
submitting a claim will have it approved or denied. 

To obtain an estimate, we drew an industry wide sample and interviewed 1,500 
policyholders who had just started, or were about to start, using long-term care services. These 
policyholders were interviewed at four-month intervals over a two and a half year period. Of 
those who filed a claim and had a decision rendered at the time of the first interview, 96% were 
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approved and 4% were denied. This suggests an industry-wide initial claims denial rate of 4%. 
The vast majority 93% of all cases had a decision rendered within a two-month period and the 
remaining 7% within another 2 months. 

All long-term care insurance policies have provisions that delineate an appeals process, 
and many of the individuals who were denied benefits appealed the initial decision or refiled at a 
later point. In fact, within one year, roughly half of the individuals who had their initial claim 
denied were approved for benefit payments. Thus, the adjusted industty-wide denial rate over a 
one-year period was actually a little over 2%. 

A majority of the initial 4% who reported that their claim was denied indicated that the 
reason for their denial was that they were not disabled enough to meet policy definitions. An in- 
person nursing assessment of these individuals showed that indeed many had not reached a level 
of disability that would qualify them for benefits. They were, however, veiy close to meeting 
eligibility, in that most could not perform at least one activity of daily living and they had other 
challenges such as shopping independently, doing light housework, using transportation etc. 
None of the policyholders who were denied benefits were cognitively impaired. Some who were 
denied reported that they were using services or providers not covered under their policy or that 
they had not yet met their policy elimination period. 

Figure 13: Initial Denial Rates and Adjusted Denial Rate over 12 
Month Period 



Notes: This date is derived from individuals filing claims for the first time. 
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The empirical data clearly shows that the vast majority of individuals applying for benefits under 
their long-term care insurance policies are approved for benefits at time of initial claim filing and 
half of the relatively small number of initial denials is approved within a one year period. 

VII. CONCLUSION 

Taken together, the findings from these empirical analyses suggest that by in large 
policyholders are satisfied with their insurance at the time that they need it most; that policy 
benefits are helping people live independently in the community; that choice is not being limited; 
and that the policies are also benefiting family caregivers. As policyholders file claims, their 
interactions with their insurance companies are generally satisfactory, even though nearly one- 
quarter found the initial claim-filing process to be challenging. To the extent that disagreements 
do arise, most are resolved to the satisfaction of the consumer. In contrast to what has been 
reported in the popular press, claim denial rates are relatively low to begin with -- less than 5% — 
and diminish even further over time, as individuals’ functional and cognitive condition changes, 
or as the appeals process at the insurance company is engaged. 

I appreciate this opportunity to testify about these important issues and look forward to 
continuing to work with the subcommittee to inform the development of policy solutions to help 
all Americans prepare for their future long-term care needs. 
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Ms. Schakowsky. Thank you. 

Now we will hear from Mr. Dicken. 

STATEMENT OF JOHN E. DICKEN, DIRECTOR, HEALTH CARE 
DIVISION, U.S. GOVERNMENT ACCOUNTABILITY OFFICE 

Mr. Dicken. Madam Chair, Ranking Member Shimkus and mem- 
bers of the subcommittee, I am pleased to be here today as the sub- 
committee discusses oversight of long-term care insurance. 

Nationally, public and private spending for long-term care ex- 
ceeds $200 billion without about half of these expenditures paid for 
by Medicaid. Many individuals become eligible for Medicaid as a 
result of depleting their assets to pay for nursing home or other 
long-term care expenses that Medicare and private health insur- 
ance generally do not cover. A small share of long-term care ex- 
penditures, less than 10 percent, is paid by private insurance. 

As the number of elderly Americans continues to grow, particu- 
larly with the aging of the Baby Boom generation, the increasing 
demand for long-term care services will likely strain State and fed- 
eral resources. Some policymakers have suggested that increasing 
the use of long-term care insurance may be a means of reducing 
the share of long-term care services financed by Medicaid. Effective 
oversight of long-term care insurance is key to fostering the con- 
sumer confidence necessary to encourage a larger role for long-term 
care insurance. 

My remarks today briefly highlight several key points from my 
written statement, which is based primarily on our recent report 
entitled “Long-Term Care Insurance: Oversight of Rate Setting and 
Claims Settlement Practices.” This report provides information 
from the National Association of Insurance Commissioners as well 
as case studies of 10 States’ oversight of rate setting and claims 
settlement practices. 

As you know, oversight of long-term care insurance is primarily 
a State responsibility. We found that many States have made ef- 
forts to improve oversight of rate setting, though some consumers 
remain more likely to experience rate increases than others. NAIC 
estimates that since 2000, more than half of States have adopted 
new rate-setting standards. States have adopted new standards 
generally moved from a single standard that was intended to pre- 
vent premium rates from being set too high to more comprehensive 
standards intended to enhance rate stability and provide other pro- 
tections for consumers. Regulators in most of the 10 States we re- 
viewed said that they think these more comprehensive standards 
will be effective but that more time is needed to know how well the 
standards will work. 

Although a growing number of consumers will be protected by 
the more comprehensive standards going forward, many consumers 
have policies not protected by these standards. This is because the 
consumers live in States that have not adopted the new standards 
or because they bought policies issued prior to the implementation 
of these standards. Further, consumers’ likelihood of experiencing 
a rate increase also may depend on the company from which they 
bought their policy. We identified examples of companies that had 
increased premiums multiple times with increases ranging from 30 
to 70 percent. In contrast, other companies had fewer and more 
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modest premium increases. Also, consumers in some states may be 
more likely to experience rate increases than those in other States. 
For example, for one policy, a company requested a 50 percent in- 
crease in 46 States including the District of Columbia. One-quarter 
of these States either did not approve the increase or approved less 
than the 50 percent requested. The remaining States approved the 
full amount requested, though some States phased in the increase 
over multiple years. 

Let me turn to another focus of State oversight, insurers’ claim 
settlement practices. Regulators in the 10 States we reviewed over- 
see claim settlement practices by monitoring consumer complaints 
and also conducting examinations in an effort to ensure that com- 
panies are complying with claim settlement standards. These 
standards largely focus on timely investigation and payment of 
claims and prompt communication with consumers but the stand- 
ards adopted and how States define timeliness vary. 

Some States are considering adopting additional protections re- 
lated to claim settlement. For example, regulators in several States 
said that their States were considering an independent review 
process for consumers appealing claims denials. Regulators indi- 
cated that such an additional protection may be useful as they lack 
authority to resolve complaints where, for example, the company 
and consumer disagree on a factual matter. 

In closing, despite State oversight efforts, some consumers re- 
main more likely to experience rate increases than others. Con- 
sumers may face more risk of a rate increase, depending on when 
they purchase their policy, from which company their policy was 
purchased and which State is reviewing a proposed rate increase. 
Further, as long-term care insurance policies mature and con- 
sumers increasingly begin claiming benefits, regulators expect the 
number of complaints regarding claim settlement practices could 
increase. 

Madam Chair, this concludes my statement. I would be happy to 
answer any questions you or other members of the subcommittee 
may have. 

[The prepared statement of Mr. Dicken follows:] 



55 


GAO 


United States Government Accountability Office 

Testimony 

Before the Subcommittee on Oversight 
and Investigations, Committee on Energy 
and Commerce, House of Representatives 


ISIS- LONG-TERM CARE 
INSURANCE 

State Oversight of Rate 
Setting and Claims 
Settlement Practices 


Statement of John E. Dicken 
Director, Health Care 



A 0 


Accountability * Integrity * Reliability 


GAO-08-1016T 





56 



aO-j» a 
committee on O' 
jns. Committee * 
i. House of Rep; 


keiy to grow and could: 
md federal resource*. 

»d use of long term 

■ ,’bea 

d federal 

irespoiisioimyof 


deral efforts to 
f LTCI while also 


( are adequately 
ite this oversight, 
ieen raised about 
icreases and 
5 that may leave 
out LTCI coverage 
i -heeding care. 


Claims Settlement 

reviewed information 

Mnmtesioners (NAIC) 

I rate setting standards, 
mpleted 10 state case 
i-ersight of rate setting 

led structured reviews 

of state complaint 
GAO also reviewed 
i on rate increases 


To view the full product, including the scope 
and methodology, click on GAO-O-08-t016T.; 
: For more information, contact John Ocken a! 

: (202) 512-7114 ordickonj@gao.gov. 


July 24, 2008 


LONG-TERM CARE INSURANCE 

State Oversight of Rate Setting and Claims 
Settlement Practices 


What GAO Found 

Many states have made efforts to improve oversight of rate setting, though 
some consumers remain more likely to experience rate increases than others. 
NAIC estimates that since 2000 more than half of states nationwide have 
adopted new rate setting standards. States that adopted new standards 
generally moved from a single standard that was intended to prevent premium 
rates from being set too high to more comprehensive standards intended to 
enhance rate stability and provide other protections for consumers. Although 
a growing number of consumers will be protected by the more comprehensive 
standards going forward, as of 2006 many consumers had policies not 
protected by these standards. Regulators in most of the 10 states GAO 
reviewed said that they think the more comprehensive standards will be 
effective, but that more time is needed to know how well the standards will 
work. State regulators in GAO’s review also use other standards or practices 
to oversee rate setting, several of which are intended to keep premium rates 
more stable. Despite state oversight efforts, some consumers remain more 
likely to experience rate increases than others. Specifically, consumers may 
face more risk of a rate increase depending on when they purchased their 
policy, from which company their policy was purchased, and which state is 
reviewing a proposed rate increase on their policy. 

Regulators in the 10 states GAO reviewed oversee claims settlement practices 
by monitoring consumer complaints and conducting examinations in an effort 
to ensure that companies are complying with standards. Claims settlement 
standards in these states largely focus on timely investigation and payment of 
claims and prompt communication with consumers, but the standards 
adopted and how states define timeliness vary notably across the states. 
Regulators told GAO that reviewing consumer complaints is one of the 
primary methods for monitoring companies’ compliance with state standards. 
In addition to monitoring complaints, these regulators also said that they use 
examinations of company practices to identify any violations in standards that 
may require further action. Finally, state regulators in 6 of the 10 states in 
GAO’s review reported that their states are considering additional protections 
related to claims settlement For example, regulators in several states said 
that their states were considering an independent review process for 
consumers appealing claims denials. Such an addition may be useful as some 
regulators said that they lack authority to resolve complaints where, for 
example, the company and consumer disagree on a factual matter, such as a 
consumer’s eligibility for benefits. 

In commenting on a draft of GAO’s report issued on June 30, 2008, NAIC 
compiled comments from its member states. Member states said that the 
report was accurate but seemed to critique certain aspects of state regulation, 
including differences among states, and make an argument for certain 
reforms. The draft reported differences in states’ oversight without making 
any conclusions or recommendations. 


.United States Government Accountability Office 




57 


Mr. Chairman and Members of the Subcommittee: 

I am pleased to be here today as you examine oversight of long-term care 
insurance (LTCI)- About $193 billion was spent nationwide on long-term 
care services in 2004. Most of this care was financed by government 
programs, primarily Medicaid, and a small share of these costs — less than 
10 percent — was paid by private insurance. Elderly people — those aged 65 
or older — consume about two-thirds of all long-term care services used in 
the United States. As the number of elderly Americans continues to grow, 
particularly with the aging of the baby boom generation, the increasing 
demand for long-term care services will likely strain state and federal 
resources. Some policymakers have suggested that increased use of LTCI 
may be a means of reducing the future share of long-term care services 
financed by public programs. 

Oversight of the LTCI industry is primarily the responsibility of states, 1 
though federal efforts over the past 12 years have aimed to increase the 
use of LTCI and ensure that consumers who purchase policies are 
adequately protected. Members of Congress, state regulators, and other 
interested parties have raised concerns that despite existing state and 
federal consumer protection standards, increases in LTCI premiums or 
denials of benefit claims may leave some consumers without LTCI 
coverage as they begin needing long-term care, which could have fiscal 
implications for Medicaid. My remarks today are based on our June 2008 
report on the oversight of rate setting and claims settlement practices in 
the long-term care insurance industry, Long-Term Care Insurance: 
Oversight of Rate Setting and Claims Settlement Practices. 2 In that 
report, we examined (1) oversight of rate setting practices in the LTCI 
industry and (2) oversight of claims settlement practices in the LTCI 
industry. 3 


'Over time, the National Association of Insurance Commissioners (NA1C) has provided 
guidance to states on how to regulate LTCI, including adoption of a model LTCI act in 1986 
and subsequently a model regulation. NAIC has updated these models periodically to 
address emerging issues in the industry. 

2 G AO-08-71 2 (Washington, D.C.: June 30, 2008). 

^The term rate setting practices refers to how companies (1) establish initial premium rates 
and justify rate increases for a policy, (2) disclose information about rates to consumers, 
and (3) implement rate increases. The term claims settlement practices refers to how 
companies determine eligibility for LTCI benefits, communicate with consumers about the 
claims process and about specific claims submitted, pay or deny claims, and communicate 
with consumers about the process for appealing denials. 
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To conduct the work for our June 2008 report, we reviewed information 
provided by the National Association of Insurance Commissioners (NAIC) 
and interviewed NAIC officials. We also completed case studies fora 
judgmental sample of 10 states — which we refer to as the states in our 
review. 4 Our case studies included a structured review of state laws and 
regulations, interviews with regulators from the selected states’ insurance 
departments, and a review of information on LTCI consumer complaints 
from the 6 states that were able to provide this information. In addition, 
we were able to determine rate setting standards in place in all 50 states 
and the District of Columbia by supplementing information from our case 
studies with information provided by NAIC and our own review of relevant 
state laws and regulations. We also reviewed national data collected from 
companies and published by the California Department of Insurance on 
rate increases proposed and approved in any state from 1990 through 
2006. To identify federal requirements that affect oversight of rate setting 
and claims settlement practices, we reviewed federal laws, regulations, 
and guidance, and interviewed officials from the Internal Revenue Service 
(IRS), the Centers for Medicare & Medicaid Services (CMS), and the Office 
of Personnel Management (OPM). Finally, we interviewed officials from a 
judgemental sample of six companies selling LTCI — that together 
represented 40 percent of the market in 2006 — regarding oversight of rate 
setting practices and reviewed company documents describing claims 
settlement practices. We performed our work in accordance with 
generally accepted government auditing standards from September 2007 
through June 2008. A detailed explanation of our scope and methodology 
is included in the report. 

In summary, we found that many states have made efforts to improve 
oversight of rate setting practices in the LTCI industry, though some 
consumers remain more likely to experience rate increases than others. 
NAIC estimates that by 2006 more than half of all states had adopted new 
rate setting standards that were based on amendments to its LTCI model 
regulation in 2000. States that adopted new standards generally moved 
from a single standard that was intended to prevent rates from being set 
too high to more comprehensive standards intended to enhance rate 


*The 10 states were California, Florida, Illinois, Iowa, New York, North Dakota, 
Pennsylvania, Texas, Washington, and Wisconsin. Among other considerations, we selected 
states that would account for a substantial portion of active LTCI policies in 2006 (at least 
40 percent), would represent variation in the number of active policies, and would reflect, 
variation in state oversight of the product. The findings from our case studies are not 
generalizable. 
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stability and provide other protections for consumers. Although a growing 
number of consumers will be protected by the more comprehensive 
standards going forward, as of 2006 many consumers had policies not 
protected by these standards, either because they live in states that have 
not adopted the new standards or because they bought policies issued 
prior to implementation of these standards. While regulators in most of the 
10 states we reviewed told us that they think the more comprehensive 
standards will be effective, they recognized that more time is needed to 
know how well the standards will work in stabilizing premium rates. 
Regulators in the states in our review also use other standards or practices 
to oversee rate setting, several of which are intended to help improve rate 
stability. Despite state oversight efforts, some consumers remain more 
likely to experience rate increases than others. Specifically, consumers 
may face more risk of a rate increase depending on when they purchased 
their policy, from which company their policy was purchased, and which 
state is reviewing a proposed rate increase on their policy. 

Regulators in the 10 states in our review oversee claims settlement 
practices by monitoring consumer complaints and conducting 
examinations of company practices in an effort to ensure that companies 
are complying with standards. Claims settlement standards in these states 
primarily focus on timely investigation and payment of claims, as well as 
prompt communication with consumers about claims. However, the 
standards adopted and how states define timeliness vary notably across 
the states. This variation may leave consumers in some states less 
protected than others. Regulators from all 10 states told us that reviewing 
consumer complaints is one of the primary methods for monitoring 
companies’ compliance with state standards. In addition to monitoring 
complaints, regulators from all of the states we reviewed said that they use 
market conduct examinations to determine whether companies are 
complying with claims settlement standards. These examinations can 
result in enforcement actions if the regulators identify violations of the 
standards. State regulators in 6 of the 10 states in our review reported that 
their states are considering additional protections related to claims 
settlement. For example, regulators in several states said that their states 
were considering an independent review process for consumers appealing 
claims denials. Such an addition may be useful as some regulators said 
that they lack authority to resolve complaints where, for example, the 
company and consumer disagree on a factual matter, such as a consumer’s 
eligibility for benefits. 
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In commenting on a draft of GAO’s report issued on June 30, 2008, NAIC 
compiled comments from its member states. Member states said that the 
report was accurate but seemed to critique certain aspects of state 
regulation, including differences among states, and make an argument for 
certain reforms. The draft reported differences in states’ oversight without 
making any conclusions or recommendations. 


Background 


LTCI helps pay for the costs associated with long-term care services, 
which can be expensive. However, the number of LTCI policies sold has 
been relatively small — about 9 million as of the end of 2002, the most 
recent year of data available. To receive benefits under an LTCI policy, the 
consumer must not only obtain the covered services, but must also meet 
what are commonly referred to as benefit triggers. Most policies provide 
benefits under two circumstances (1) the consumer cannot perform a 
certain number of activities of daily living (ADL)— such as bathing, 
dressing, and eating — without assistance, or (2) the consumer requires 
supervision because of a cognitive impairment. In addition, benefit 
payments do not begin until the policyholder has met the benefit triggers 
for the length of their elimination period. Elimination periods establish the 
amount of time a policyholder must receive services before liis or her 
insurance will begin making payments, for example, 30 or 90 days. 
Determining whether a consumer has met the benefit triggers can be 
complex and companies’ processes for doing so vary. In the event that a 
consumer’s claim for benefits is denied, the consumer generally can 
appeal to the insurance company. If the company upholds the denial, the 
consumer can file a complaint with the state insurance department or can 
seek adjudication through the courts. 

Many factors affect LTCI premium rates, including the benefits covered 
and the age and health status of the applicant. For example, companies 
typically charge higher premiums for comprehensive coverage as 
compared to policies without such coverage, and consumers pay higher 
premiums the higher the daily benefit amount and the shorter the 
elimination period. Similarly, premiums typically are more expensive the 
older the policyholder is at the time of purchase. Company assumptions 
about interest rates on invested assets, mortality rates, morbidity rates, 
and lapse rates— the number of people expected to drop their policies 
over time — also affect premium rates. 
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A key feature of LTCI is that premium rates are designed — though not 
guaranteed — to remain level over time. While under most states’ laws 
insurance companies cannot increase premiums for a single consumer 
because of individual circumstances, such as age or health, companies can 
increase premiums for entire classes of individuals, such as all consumers 
with the same policy, if new data indicate that expected claims payments 
will exceed the class’s accumulated premiums and expected investment 
returns . 6 Setting LTCI premium rates at an adequate level to cover future 
costs has been a challenge for some companies. Because LTCI is a 
relatively new product, companies lacked and may continue to lack 
sufficient data to accurately estimate the revenue needed to cover costs. 
For example, lapse rates have proven lower than companies anticipated in 
initial pricing, which increased the number of people likely to submit 
claims. As a result, many policies were priced too low and subsequently 
premiums had to be increased, leading some consumers to cancel 
coverage. 

Oversight of the LTCI industry is largely the responsibility of states. 
Through laws and regulations, states establish standards governing LTCI 
and give state insurance departments the authority to enforce those 
standards. Many states’ laws and regulations reflect standards set out in 
model laws and regulations developed by NAIC. These models are 
intended to assist states in formulating their laws and policies to regulate 
insurance, but states can choose to adopt them or not Beyond 
implementing pertinent laws and regulations, state regulators perform a 
variety of oversight tasks that are intended to protect consumers from 
unfair practices. These activities include reviewing policy rates and forms 
to ensure that they are consistent with state laws and regulations; 
conducting market conduct examinations — where an examiner visits a 
company to evaluate practices and procedures and checks those practices 
and procedures against information in the company’s files; and responding 
to consumer complaints. 


6 Stephanie Lewis, John Wilkin, and Mark Merlis, Regulation of Private Long-Term Care 
Insurance: Implementation Experience and Key Issues (Washington, D.C.: The Henry J. 
Kaiser Family Foundation, 2003). 
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Although overeight of the LTCI industry is largely the responsibility of 
states, the federal government also plays a role in the oversight of LTCI, 
For example, the Health Insurance Portability and Accountability Act of 
1996 (HIPAA) established federal standards that specify the conditions 
under which LTCI benefits and premiums can receive favorable federal 
income tax treatment.® Under HIPAA, a tax-qualified policy must cover 
individuals certified as needing substantial assistance with at least two of 
the six ADLs for at least 90 days due to a loss of functional capacity, 
having a similar level of disability, or requiring substantial supervision 
because of a severe cognitive impairment. Tax-qualified policies under 
HIPAA must also comply with certain provisions of the NAIC LTCI model 
act and regulation in effect as of January 1993. 7 The Department of the 
Treasury, specifically the Internal Revenue Service (IRS), issued 
regulations in 1998 implementing some of the HIPAA standards. 8 However, 
according to IRS officials, the agency generally relies on states to ensure 
that policies marketed as tax qualified meet HIPAA requirements. In 2002, 
90 percent of LTCI policies sold were marketed as tax qualified. 


States Have Made 
Efforts to Improve 
Oversight of Rate 
Setting, Though Some 
Consumers Remain 
More Likely to 
Experience Rate 
Increases Than 
Others 


In recent years, many states have made efforts to improve oversight of rate 
setting, though some consumers remain more likely to experience rate 
increases than others. Since 2000, NAIC estimates that more than half of 
all states have adopted new rate setting standards. States that adopted 
new standards generally moved from a single standard focused on 
ensuring that rates were not set too high to more comprehensive 
standards designed primarily to enhance rate stability and provide 
increased protections for consumers. The more comprehensive standards 
were based on changes made to NAIC’s LTCI model regulation in 2000. 
While regulators in most of the 10 states we reviewed told us that they 
expect these more comprehensive standards will be successful, they noted 
that more time is needed to know how well the standards will work. 
Regulators from the states in our review also use other standards or 
practices to oversee rate setting, several of which are intended to keep 
premium rates more stable. Despite states implementing more 


®Pub. L No. 104-191, §§ 321-327, 110 StaL 1936, 2054-2067. 

7 Since 1993, NAIC has made several changes to its model act and regulation, including 
adding consumer protection standards related to rate setting. These additional protections 
are not required under HIPAA 

®Under the law and regulations, a policy is tax qualified if it complies with a state law that 
is the same or more stringent than the analogous federal requirement. 


Page 6 


GAO-08-1016T 




63 


comprehensive standards and using other oversight efforts intended to 
enhance rate stability, some consumers may remain more likely to 
experience rate increases than others. Specifically, consumers may face 
more risk of a rate increase depending on when they purchased their 
policy, from which company their policy was purchased, and which state 
is reviewing a proposed rate increase on their policy. 


Many States Adopted More 
Comprehensive Rate 
Setting Standards since 
2000, but It Is Too Soon to 
Determine the 
Effectiveness of the 
Standards 


Since 2000, NAIC estimates that more than half of states nationwide have 
adopted new rate setting standards for LTCI. States that adopted new 
standards generally moved from the use of a single standard designed to 
ensure that premiums were not set too high to the use of more 
comprehensive standards designed to enhance rate stability and provide 
other protections for consumers. Prior to 2000, most states used a single, 
numerical standard when reviewing premium rates. This standard — called 
the loss ratio — was included in N AIC’s LTCI model regulation.® For all 
policies where initial rates were subject to this loss ratio standard, 
proposed rate increases are subject to the same standard, 


While the loss ratio standard was designed to ensure that premium rates 
were not set too high in relation to expected claims costs, over time NAIC 
identified two key weaknesses in the standard. First, the standard does not 
prevent premium rates from being set too low to cover the costs of claims 
over the life of the policy. Second, the standard provides no disincentive 
for companies to raise rates, and leaves room for companies to gain 
financially from premium increases. In identifying these two weaknesses, 
NAIC noted that there have been cases where, under the loss ratio, initial 
premium rates proved inadequate, resulting in large rate increases and 
significant loss of LTCI coverage from consumers allowing their policies to 
lapse. 

To address the weaknesses in the loss ratio standard as well as to respond 
to the growing number of premium increases occurring for LTCI policies, 
NAIC developed new, more comprehensive model rate setting standards in 
2000. These more comprehensive standards were designed to accomplish 


specifically, NAlC’s pre-2000 model stated that insurance companies must demonstrate an 
expected loss ratio of at least 60 percent when setting premium rates, meaning that the 
companies could be expected to spend a minimum of 60 percent of the premium on paying 
claims. 
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several goals, including improving rate stability. 10 Among other things, the 
standards established more rigorous requirements companies must meet 
when setting initial LTCI rates and rate increases, which several state 
regulators told us may result in higher, but more stable, premium rates 
over the long term. 11 The more comprehensive standards were also 
designed to inform consumers about the potential for rate increases and 
provide protections for consumers facing rate increases. Table 1 describes 
selected rate setting standards added to NAIC’s LTCI model regulation in 
2000 and the purpose of each standard in more detail. 


10 Rate stability means that premium rates initially set for an LTCI policy would be sufficient 
to cover costs and would not require increases over the life of the policy. 

“For example, instead of a loss ratio requirement to demonstrate that a proposed premium 
is not too high, the standards require company actuaries to certify that a premium is 
adequate to cover anticipated costs over the life of a policy, even under “moderately 
adverse conditions," with no future rate increases anticipated. To fulfill this requirement, 
company actuaries must include a margin for error in their pricing assumptions. 
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Table 1: Selected Rate Setting Standards Added to NAIC’s LTCl Model Regulation In 2000 

Standard 

Description 

Purpose of standard 

Actuarial certification 
for initial premium 
rates and rate 
increases 

When setting initial premium rates, companies are required to 
submit to state insurance departments a statement by a 
company actuary certifying that the initial rate is sufficient to 
cover anticipated costs over the life of a policy, even under 
“moderately adverse conditions,” with no future rate increases 
anticipated. When notifying state insurance departments of a 
rate increase, companies must submit a similar certification. 
However, if it becomes clear that a company is consistently 
filing inadequate initial rates (presumably based on a pattern of 
rate increases), state insurance departments may prohibit or 
limit the company from issuing certain new policies in the state. 

To reduce the potential for rate increases by 
requiring a margin for error in pricing 
assumptions. Regulators from four states told 
us that this standard requires companies to 
make more conservative pricing assumptions, 
which, while increasing premium rates for 
consumers, decreases the likelihood of future 
rate increases. One company told us that with 
the advent of the more comprehensive 
standards, average initial premium rates went 
up 1 1 percent. 

Higher loss ratio 
standard for rate 
increases 

When notifying state insurance departments of a premium rate 
increase, companies are required to demonstrate an expected 
loss ratio of at least 58 percent for revenue associated with the 
original premium rate and 85 percent for revenue associated 
with the increase. In other words, companies are required to 
demonstrate that claims costs can be expected to equal or 
exceed the sum of 58 percent of the initial premium and 

85 percent of the increase amount. 

To decrease the financial benefit of a rate 
increase.’ Regulators from two states told us 
that this standard could act as a disincentive 
for companies to raise rates. 

Enhanced reporting 
requirements after a 
rate increase 

For at least 3 years after implementing a rate increase, 
companies are required to report data on premiums earned 
and claims incurred to the state insurance department. II these 
data show that actual experience does not match what 
companies projected in justifying the rate increase, state 
insurance departments can require companies to reduce this 
difference by, among other things, lowering premium rates. 

To increase regulatory oversight once a rate 
increase is approved. 

Disclosure of the 
potential for rate 
increases to 
consumers 

At the time of application, companies are required to include in 
their disclosures to consumers (1) that premium rates may 
increase in the future and (2) all rate increases implemented on 
the policy or similar policies in any state for the preceding 

10 years. 

To provide consumers with adequate 
information about the potential for premium 
rate increases. Further, as disclosing rate 
increases to consumers could be damaging 
to a company from a marketing perspective, 
this particular standard may discourage 
companies from raising premium rates. 

Protections for 
consumers facing 
rate increases 

If the cumulative size of a rate increase meets a certain 
threshold that varies based on a consumer’s age and if a 
consumer lapses his or her policy within 120 days of the date 
the increased premium was due, companies are required to 
offer the consumer the option to: (1) keep their original 
premium rate by reducing policy benefits or (2) stop paying 
premiums, but receive benefits for a shorter period of time than 
was originally covered. Also, under certain circumstances, the 
state insurance department may require companies to offer 
consumers, without underwriting, a comparable replacement 
policy. 

To give consumers recourse in the event that 
rate increases occur. 


Sourc«: GAO analysis of NAIC's LTCl modal regulation, NAJC guidance on the model regulation, and statements from stale regulators. 


■Whereas under the old loss ratio standard 60 percent of the increased premium amount must be 
spent on claims and up to 40 percent of the increased amount could be allocated to company 
administrative expenses and profit, under the new standards the amount of the increase allocated to 
administrative expenses and profit drops to 15 percent. 
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Although a growing number of consumers will be protected by the more 
comprehensive standards going forward, as of 2006 many consumers had 
policies that were not protected by these standards. Following the 
revisions to NAIC’s LTCI model in 2000, many states began to replace their 
loss ratio standard with more comprehensive rate setting standards based 
on NAIC’s changes. NAJC estimates that by 2006 more than half of states 
nationwide had adopted the more comprehensive standards. 12 However, 
many consumers have policies not protected by the more comprehensive 
standards, either because they live in states that have not adopted these 
standards or because they bought policies issued prior to implementation 
of these standards. 13 For example, as of December 2006, according to our 
analysis of NAIC and industry information, at least 30 percent of policies 
in force were issued in states that had not adopted the more 
comprehensive rate setting standards. Further, in states that have adopted 
the more comprehensive standards, many policies in force were likely to 
have been issued before states began adopting these standards in the early 
2000s. 14 

Regulators from most of the 10 states in our review said that they expect 
the rate setting standards added to NAIC’s model regulation in 2000 will 
improve rate stability and provide increased protections for consumers, 
though regulators also recognized that it is too soon to determine the 
effectiveness of the standards. Some regulators explained that it might be 
as much as a decade before they are able to assess the effectiveness of 
these standards. Regulators from 1 state explained that rate increases on 
LTCI policies sold in the 1980s did not begin until the late 1990s, when 
consumers began claiming benefits and companies were faced with the 
costs of paying their claims. Further, though the more comprehensive 
standards aim to enhance rate stability, LTCI is still a relatively young 
product, and initial rates continue to be based on assumptions that may 
eventually require revision. 


12 This estimate is based on an NAIC review of state laws and regulations completed in 2006. 

13 States generally adopted the more comprehensive standards on a going-forward basis, 
meaning that consumers with policies issued prior to implementation are still subject to the 
loss ratio standard. 

“However, data on the number of policies in force did not allow us to determine the 
precise number of consumers not protected by the more comprehensive rate settings 
standards. 
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State regulators from the 10 states in our review use other standards — 
beyond those included in NAIC’s LTCI model regulation — or practices to 
oversee rate setting, including several that are intended to enhance rate 
stability. Regulators from 3 of the states in our review told us that their 
state has standards intended to enhance the reliability of data used to 
justify rate increases, and regulators from 2 states told us that they have 
standards to limit the extent to which LTCI rates can increase. Beyond 
implementing rate setting standards, regulators from all 10 states in our 
review use their authority to review rates to reduce the size of rate 
increases or to phase in rate increases over multiple years. 15 While state 
regulators work to reduce the effect of rate increases on consumers, 
regulators from 6 states explained that increases can be necessary to 
maintain companies’ financial solvency. 


Some Consumers May 
Remain More Likely to 
Experience Rate Increases 
Than Others 


Although some states are working to improve oversight of rate setting and 
to help ensure LTCI rate stability by adopting the more comprehensive 
standards and through other efforts, there are other reasons why some 
consumers may remain more likely to experience rate increases than 
others. In particular, consumers who purchased policies when there were 
more limited data available to inform pricing assumptions may continue to 
experience rate increases. Regulators from seven states in our review told 
us that rate increases are mainly affecting consumers with older policies. 
For example, regulators from one state told us that there are not as many 
rate increases proposed for policies issued after the mid-1990s. Regulators 
in five states explained that incorrect pricing assumptions on older 
policies are largely responsible for rate increases. 


Consumers’ likelihood of experiencing a rate increase also may depend on 
the company from which they bought their policy. In our review of 
national data on rate increases by four judgmentally selected companies 
that together represented 36 percent of the LTCI market in 2006, we found 
variation in the extent to which they have implemented increases. For 
example, one company that has been selling LTCI for 30 years has 
increased rates on multiple policies since 1995, with many of the increases 
ranging from 30 to 50 percent. Another company that has been in the 
market since the mid-1980s has increased rates on multiple policies since 


I5 While a phase-in provides consumers with short-term relief from a rate increase, over 
time it may not provide a net financial benefit for consumers in terms of total premiums 
paid. 
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1991, with increases approved on one policy totaling 70 percent. In 
contrast, officials from a third company that has been selling LTCI since 
1975 told us that the company was implementing its first increase as of 
February 2008. The company reported that this increase, affecting a 
number of policies, will range from a more modest 8 to 12 percent. 10 
Another company that also instituted only one rate increase explained that 
in cases where initial pricing assumptions were wrong, the company has 
been willing to accept lower profit margins rather than increase rates. 
While past rate increases do not necessarily increase the likelihood of 
future rate increases, they do provide consumers with information on a 
company’s record in having stable premiums. 

Finally, consumers in some states may be more likely to experience rate 
increases than those in other states, which officials from two companies 
noted may raise equity concerns. 17 Of the six companies we spoke with, 
officials from every company that has instituted a rate increase told us that 
there is variation in the extent to which states approve proposed rate 
increases.' 8 For example, officials from one company told us that when 
requesting rate increases they have seen some states deny a request and 
other states approve an 80 percent increase on the same rate request with 
the same data supporting it. While some consumers may face higher 
increases than others, company officials also told us that they provide 
options to all consumers facing a rate increase, such as the option to 
reduce their benefits to avoid all or part of a rate increase. 

Our review of data on state approvals of rate increases requested by one 
LTCI company operating nationwide also indicated that consumers in 
some states may be more likely to experience rate increases. 19 Specifically, 
since 1995 one company has requested over 30 increases, each of which 


,0 Company officials told us that this increase will affect nearly a half million consumers. 

17 Some company officials told us that initial LTCI premiums are largely the same across 
states and that differences in the initial pricing of LTCI primarily occur in states that 
mandate policies to include certain benefits. 

I5 Company officials noted that one reason for this variation may be that some states have 
more capacity to review rate increases than other states. 

l9 These data include at least one state, Louisiana where officials reported that, for at least 
part of the time period included in our review, the state required companies to file notice of 
rate increases, but did not have the authority to approve or deny the increases. 

Additionally, according to a report completed by the Lewin Group in 2002, four other states 
did not require companies to file notice of rate increases at all. 
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affected consumers in 30 or more states. While the majority of states 
approved the full amounts requested in these cases, there was notable 
variation across states in 18 of the 20 cases in which the request was for an 
increase of over 15 percent. 20 For example, for one policy, the company 
requested a 50 percent increase in 46 states, including the District of 
Columbia. Of those 46 states, over one quarter (14 states) either did not 
approve the rate increase request (2 states) or approved less than the 
50 percent requested (12 states), with amounts approved ranging from 
15 to 45 percent. The remaining 32 states approved the foil amount 
requested, though at least 4 of these states phased in the amount by 
approving smaller rate increases over 2 years. (See fig. 1.) 


“For smaller increases (15 percent and below) almost all states approved the full amount 
requested. 
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Figure 1 : Outcome of One Company’s Request for a Premium Rate Increase in 46 States from 2003 through 2006 


Percentage Approved 



HHHi R ate increase approved in year 2 


Source: GAO analysis o( rale increase dal a from Ihe Calilornia Department ol Insurance. 

Notes: Connecticut and the District of Columbia did not approve the proposed rate increase. 

Data are based on company reports to the California Department of Insurance. In providing technical 
comments on a drafl of our report, the Massachusetts Division of Insurance reported that the division 
required the company to phase in the 50 percent increase over multiple years with Increases not 
exceeding 20 percent in any one year. 

Variation in state approval of rate increase requests may have significant 
implications for consumers. In the above example, if the initial, annual 
premium for the policy was, for example, $2,000, consumers would see 
their annual premium rise by $1,000 in Colorado, a state that approved the 
full increase requested; increase by only $300 in New York, where a 
15 percent increase was approved; and stay level in Connecticut, where 
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the increase was not approved.' 1 Although state regulators in our 10-state 
review told us that most rate increases have occurred for policies subject 
to the loss ratio standard, variation in state approval of proposed rate 
increases may continue for policies protected by the more comprehensive 
standards. States may implement the standards differently, and other 
oversight efforts, such as the extent to which states work with companies, 
also affect approval of increases. 


States in Our Review 
Oversee Claims 
Settlement Practices 
Using Consumer 
Complaints and 
Examinations, and 
Several States Are 
Considering 
Additional 
Protections 


The 10 states in our review have standards established by law and 
regulations for governing claims settlement practices. The majority of the 
standards, some of which apply specifically to LTCI and others that apply 
more broadly to various insurance products, are designed to ensure that 
claims settlement practices are conducted in a timely manner. Specifically, 
the standards are designed to ensure the timely investigation and payment 
of claims and prompt communication with consumers about claims. In 
addition to these timeliness standards, states have established other 
standards, such as requirements for how companies are to make benefit 
determinations. 

While the 10 states we reviewed all have standards governing claims 
settlement practices, the states vary in the specific standards they have 
adopted as well as in how they define timeliness. For example, 1 state 
does not have a standard that requires companies to pay claims in a timely 
manner. For the 9 states that do have a standard, the definition of “timely” 
the states use varies notably— from 5 days to 45 days, with 2 states not 
specifying a time frame. In addition, federal laws governing tax-qualified 
policies do not address the timely investigation and payment of claims or 
prompt communication with consumers about claims. The absence of 
certain standards and the variation in states’ definitions of “timely” may 
leave consumers in some states less protected from, for example, delays in 
payment than consumers in other states. (See table 2 for key claims 
settlement standards adopted by the 10 states in our review and examples 
of the variation in standards.) 


21 Data on actual premium rates before and after the increase cited in figure 1 were not 
included in the rate increase data maintained by the California Department of Insurance. 
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Table 2; Claims Settlement Standards in Place in the 10 States in GAO’s Review 



Number of 
states 

Included in 
NA»C LTCI 
models 

Examples of variation in standard 

Standards around timeliness 

Timely communication with consumers about claims 
issues 

10‘ 


State definitions of “timely" specified either 10 
or 15 days, and 5 states did not define “timely" 

Affirm or deny liability on a claim within a reasonable 
amount of time 

10* 


State definitions of "reasonable” varied from 15 
to 40 days, and 6 states did not define 
“reasonable" 

Timely investigation by companies of a claim 

9* 


State definitions of “timely” specified either 15 
or 30 days, and 5 states did not define 'timely" 

Timely payment of a claim 

9* 


State definitions of “timely” varied from 5 to 45 
days, and 2 states did not define “timely" 

Provide consumers with necessary claims forms and 
instructions within a certain number of days after 
receiving notification of a claim 

9* 


State standards specified either 10 or 15 days, 
and 1 state did not specify number of days 

Provide a written explanation of a claim denial within 
a reasonable period of time 

8* 

✓ 

State definitions of “reasonable" varied from 40 
to 60 days, and 2 states did not define 
“reasonable" 

Provide a reasonable written explanation of delay 
when a claim remains unresolved a certain number 
of days after receiving proof of loss 

8 


State standards varied in how much time can 
elapse before such notification is required from 
15 to 45 days 

Other standards 

Provide for a licensed or certified professional, such 
as a physician or social worker, to assess functional 
ability or cognitive impairment in making benefit 
determinations 

10 

✓ 

No significant variation in standard among 
states 

Provide a description of the process for appealing 
claims in the policy language 

9 

✓ 

No significant variation in standard among 
states 


Source: GAO review erf stale laws and regulations conducted from September 2007 through May 2008 and verified by states. 

Note: The standards in this table are not intended to constitute a comprehensive list of all claims 
settlement standards affecting LTCI oversight. 

This standard is an explicit requirement in some states, while in other states it is encompassed in the 
definition of unfair claims settlement practices. 


The states in our review primarily use two ways to monitor companies’ 
compliance with claims settlement standards. One way the states monitor 
compliance is by reviewing consumer complaints on a case-by-case basis 
and in the aggregate to identify trends in company practices . 22 When 


^Across five states that provided LTCI complaint data from 2001 through 2007, 44 percent 
of consumer complaints were related to claims settlement issues in 2007. 
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responding to complaints on a case-by-case basis, regulators in some 
states told us that they determine whether they can work with the 
consumer and the company to resolve the complaint or determine whether 
there has been a violation of claims settlement standards that requires 
further action. 

Regulators from four states also told us that they regularly review 
complaint data to identify trends in company practices over time or across 
companies, including practices that may violate claims settlement 
standards. Three of these states review these data as part of broader 
analyses of the LTCI market during which they also review, for example, 
financial data and information on companies’ claims settlement practices. 
However, regulators in three states noted that a challenge in using 
complaint data to identify trends is the small number of LTCI consumer 
complaints that their state receives. For example, information on 
complaints provided by one state shows that the state received only 54 
LTCI complaints in 2007, and only 20 were related to claims settlement 
issues. State regulators told us that they expect the number of complaints 
to increase in the future as more consumers begin claiming benefits. 

The second way that states monitor company compliance with claims 
settlement standards is by using market conduct examinations. These 
examinations may be regularly scheduled or, if regulators find patterns in 
consumer complaints about a company, they may initiate an examination, 
which generally includes a review of the company’s files for evidence of 
violations of claims settlement standards. Some states also coordinate 
market conduct examinations with other states — efforts known as 
multistate examinations — during which all participating states examine 
the claims settlement practices of designated companies. If state 
regulators identify violations of claims settlement standards during market 
conduct examinations, they may take enforcement actions, such as 
imposing fines or suspending the company’s license. As of March 2008, 4 
of the 10 states in our review reported taking enforcement actions against 
LTCI companies for violating claims settlement standards and 7 reported 
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having ongoing examinations into companies’ claims settlement 
practices, 23 

In addition to their efforts to monitor compliance with claims settlement 
standards, regulators from six of the states in our review reported that 
their state is considering or may consider adopting additional consumer 
protections related to claims settlement. The additional protection most 
frequently considered by the state regulators we interviewed is the 
inclusion of an independent review process, which would allow 
consumers appealing LTCI claims denials to have their issue reviewed by a 
third party independent from their insurance company without having to 
engage in legal action. 24 Also, a group of representatives from NAIC 
member states was formed in March 2008 to consider whether to 
recommend developing provisions to include an independent review 
process in the NAIC LTCI models. Such an addition may be useful, as 
regulators from three states told us that they lack the authority to resolve 
complaints involving a question of fact, for example, when the consumer 
and company disagree on a factual matter regarding a consumer’s 
eligibility for benefits. Further, there is some evidence to suggest that due 
to errors or incomplete information companies frequently overturn LTCI 
denials during the appeals process. Specifically, data provided by four 
companies we contacted showed that the average percentage of denials 
overturned was 20 percent in 2006, ranging from 7 percent in one company 
to 34 percent in another. 


Mr. Chairman, this concludes my prepared remarks. I would be happy to 
answer any questions that you or other members of the committee may 
have. 


23 Some states may not have taken enforcement actions related to claims settlement 
practices as a result of several factors discussed by state regulators, including regulators 
proactively identifying problematic practices and an insufficient number of consumer 
complaints to establish that a company’s action in one or more cases represents a general 
business practice. 

24 In discussing the possibility of adding an independent review process, regulators in one 
state mentioned that the unique nature of LTCI would make such a process complicated, 
noting that determinations of benefit eligibility are more complex than for other types of 
insurance, such as health insurance. 
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For future contacts regarding this statement, please contact 
John E. Dicken at (202) 512-7114 or at dickenj@gao.gov. Contact points for 
our Offices of Congressional Relations and Public Affairs may be found on 
the last page of this statement. Kristi Peterson, Assistant Director; 

Krister Friday; and Rachel Moskowitz made key contributions to this 
statement 
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This is a work of the U.S. government and is not subject to copyright protection in the 
United States. The published product may be reproduced and distributed in its entirety 
without further permission from GAO. However, because this work may contain 
copyrighted images or other material, permission from the copyright holder may be 
necessary if you wish to reproduce this material separately. 





77 



GAO’s Mission 

The Government Accountability Office, the audit, evaluation, and 
investigative arm of Congress, exists to support Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 

Obtaining Copies of 
GAO Reports and 
Testimony 

The fastest and easiest way to obtain copies of GAO documents at no cost 
is through GAO’s Web site (www.gao.gov). Each weekday, GAO posts 
newly released reports, testimony, and correspondence on its Web site. To 
have GAO e-mail you a list of newly posted products every afternoon, go 
to wwwv.gao.gov and select “E-mail Updates.” 

Order by Mail or Phone 

The first copy of each printed report is free. Additional copies are $2 each. 

A check or money order should be made out to the Superintendent of 
Documents. GAO also accepts VISA and Mastercard. Orders for 100 or 
more copies mailed to a single address are discounted 25 percent. Orders 
should be sent to: 

U.S. Government Accountability Office 

441 G Street NW, Room LM 

Washington, DC 20548 

To order by Phone: Voice: (202) 512-6000 

TDD: (202) 512-2537 

Fax: (202) 512-6061 

To Report Fraud, 
Waste, and Abuse in 
Federal Programs 

Contact: 

Web site: www.gao.gov/fraudnet/fraudnet.htm 

E-mail: fraudnet@gao.gov 

Automated answering system: (800) 424-5454 or (202) 512-7470 

Congressional 

Relations 

Ralph Dawn, Managing Director, dawnr@gao.gov, (202) 512-4400 

U.S. Government Accountability Office, 441 G Street NW, Room 7125 
Washington, DC 20548 

Public Affairs 

Chuck Young, Managing Director, youngcl @gao.gov, (202) 512-4800 

U.S. Government Accountability Office, 441 G Street NW, Room 7149 
Washington, DC 20548 


PRINTED ON 


RECYCLED PAPER 



78 


Ms. Schakowsky. Thank you. 

Mr. Bode. Is it Bode or Bode? 

Mr. Bode. Bode. 

STATEMENT OF AL BODE, CHARLES CITY, IOWA 

Mr. Bode. My name is A1 Bode and I am a retired Spanish 
teacher from Charles City, Iowa. I am the son of someone who re- 
sided in an assisted living facility and is currently in a nursing 
home. I would like to thank Chairman Stupak, Ranking Member 
Shimkus, Acting Chair Schakowsky, and the Committee for this op- 
portunity to speak to you regarding my mom’s experiences. 

My parents, Floyd and Marjorie Bode, retired from farming in 
the mid-1980s. Dad felt that he and Mom should not burden their 
five children in terms of future care and purchased assisted living/ 
nursing home insurance through Conseco. He faithfully paid the 
ever-rising premiums but died in September 2006 without ever 
using the insurance. However, Mom, through her guardian, my sis- 
ter, Jan Christensen, continued to make the payments and live in 
her own home. 

Mom fell and hit her head on the left side in August 2006. She 
was hospitalized, and it became apparent that she had received a 
severe injury. My sister, a career nurse of more than 40 years, took 
her back to her home in Iowa City. Mom was evaluated at the Uni- 
versity of Iowa Hospitals and Clinics and her diagnosis included 
the fact that her distal common carotid artery on the left side was 
completely blocked. It is the left side that affects short-term mem- 
ory. The Conseco agent that my sister contacted went over the 
three areas that Mom would need to qualify for assisted living and 
said she would have to have dementia, that is, cognitive impair- 
ment, be unable to do two or more ADLs, activities of daily living, 
or that being there would be medically necessary. It was clear that 
Mom would need continual monitoring at Huskamp Haven, an as- 
sisted living facility in Algona, Iowa. Mom was evaluated and 
judged to be suffering from cognitive impairment by doctors and 
specialists in Iowa City and Algona. 

In December, Conseco told my sister they had denied the claim 
for Mom for medically necessary reasons or not being able to do her 
own activities of daily living. They told her they were still working 
on the cognitive impairment reason. Realize that poor treatment of 
elderly by insurance companies also affects their families if they 
are lucky enough to still have family around. My sister was diag- 
nosed with follicular non-Hodgkin’s lymphoma cancer in 2003 and 
had to be as much concerned with her own battle to go on living 
as with the care of her mom. She would be here today to share her 
travails with you first hand were it not for an impending stem cell 
transplant treatment that will hopefully prolong her life. 

For the next 6 months, my sister and my cousin, Ann, an attor- 
ney in California, received excuse after excuse for not honoring the 
judgment of various doctors regarding Mom and spending literally 
hours on hold in calls to Conseco. It was unnecessary elder abuse 
to force Mom to continue to endure numerous tests for dementia. 
We felt there was no choice but to ask an attorney to file a lawsuit 
in order to receive the benefits due our mom. In June 2007, word 
came that Conseco would refund over-collected premiums, almost 5 
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months after doing so, and begin paying back bills, coincidentally 
or not, around the time we filed the lawsuit. Sporadic payments 
were then followed by unexplained lapses. The lawsuit was settled 
this spring, which ensures Mom’s bills will continue to be paid and 
paid on time. It took over 20 months to get to this point. 

Mom has five college-educated children who banded together to 
come to her aid. We have all learned that her situation is sadly all 
too frequent and not the exception. We are concerned as well for 
those who continue to be denied benefits without even an expla- 
nation from their company and for those whose mental or physical 
condition renders their ability to communicate with their company 
impossible. We are especially concerned for those who lack my 
mom’s resources in terms of family and financial support and for 
whom assisted living will never be a reality. 

We appreciate this opportunity to address concerns on behalf of 
this Nation’s most vulnerable population. Thank you. 

[The prepared statement of Mr. Bode follows:] 
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My name is A1 Bode and I am a retired Spanish teacher from Charles City, Iowa. I am 
a son of someone who has resided in an assisted-iiving facility and is currently in a nursing 
home. I would like to thank Chairman Stupak, Ranking Member Shimkus, and the committee 
for this opportunity to speak to you regarding my Mom’s experiences. 

My parents, Floyd and Marjorie Bode, retired ffom farming in the mid-80’s. Floyd felt 
that he and Mom should not burden their five children in terms of future care and purchased 
Assisted Living/Nursing Home insurance through Conseco. He faithfully paid the ever-rising 
premiums, but died in September, 2005, without ever using the insurance. However, Mom, 
through her guardian and daughter, Jan Christensen, continued to make the payments and live in 
her own home. 

Mom fell, hit her head (left side), and had a subsequent black eye on August 13, 2006. 

She was hospitalized until August 17, 2006, at Kossuth County Hospital, Algona, Iowa. 

Jan brought Mom to her home in Algona ffom the hospital in the afternoon of August 17, 
2006. She could not walk without a walker and needed assistance at that. She barely ate any 
supper and during her supper, she was not able to remember where Marjorie’s son, Russell, who 
farms the family farm lived, did not remember the spouses names of her children. She was not 
able to tell me the month of the year or the day. This was definitely not nonnal as she has always 
been alert and oriented. 

On August 18, 2006, Jan, a career nurse of more than 40 years, took her back to Jan’s 
home in Iowa City with the intentions of having her seen at UIHC (University of Iowa Hospitals 
and Clinics). 

On August 19, 2006, Jan took her to the emergency room at UIHC. She had a head CT, 
blood work, and other x-rays done and was admitted to a neurology unit where she stayed and 
was further evaluated by the neurology physicians and was discharged August 24, 2006. Her 
diagnosis was closed head injury, subdural hematoma, epidural hematoma, and dementia. The 
vascular surgeons also discovered that her distal common carotid artery on the left side was 
completely blocked and the other side was 65-69% blocked. It is the left side that feeds the brain 
where she has her short term memory. 

Since she is a nurse, Jan wanted to take Mom to Jan’s home, but the physicians said Mom 
needed 24 hour supervision and she was not able to do that. Jan contacted Brian at Conseco in 
Wisconsin to find out about how to go about filing for Assisted Living/Nursing Home insurance 
since we were going to have to put Mom in skilled care for rehabilitation and then decide if she 
could go back to her own home as she wished. He went over 3 areas that Mom would have to 
qualify for Assisted Living and said that she would have to have dementia, be unable to do 2 or 
more ADLs (activities of daily living) OR that being there would be medically necessary. He 
would send Jan a copy of the forms that she would have to send in to Conseco. 

Mom was admitted to Windmill Manor in Iowa City on August 24 and stayed there until 
September 19, 2006. 
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Between September 19 and October 9, 2006, Jan then brought Mom to her house in Iowa 
City after assuring the doctor and staff at Windmill Manor that she would have 24/7 supervision. 
She noted Mom could not remember to take her regular morning medications, and then trying to 
take medications again after afternoon naps. She had no memory of which medications to take, 
whereas prior to her fall in August, she knew what they were, what they were for and when to 
take them. 

Her unsteady gait occasioned a walker for support, exacerbated by a scissor step the 
doctors felt could have been related to the stroke. Mom had to be helped into the tub for bathing 
and often wore a cervical collar which Jan put on her to help prevent further numbness in her 
fingers. Mom could not do it herself because she could not figure it out, nor could she lift her 
right arm high enough. This was due to severe cervical stenosis, as her spinal cord is right 
against the vertebrae and surgery at her age would be risky. 

On October 4, Jan took Mom back to her home in Algona, Iowa, for two days and visited 
Huskamp Haven to see if they would accept her. She was able to walk using the walker but could 
not use the microwave, TV remote control or answering machine, all of which she had done prior 
to August. She could also do her own cooking and drive before her fall. She was under 24-hour 
supervision on this visit and was evaluated in Jan’s presence by Peggy Sewick, a nurse at 
Huskamp Haven and Maijorie Bartz, the housing coordinator at Huskamp Haven in Jan’s 
presence and that of a friend of Jan’s. The intention was that she would qualify for assisted living 
and not have to be put in a nursing home. It was at this time that Mom was inordinately assisted 
through a pivotal mini-mental test by the well-intentioned nurse who was trying to make Mom 
feel better. Mom was obviously frustrated, according to Jan, with the testing and kept her eyes 
closed trying to recall. The mini-mental test was a key factor in ensuing conflicts with Conseco. 
Jan returned to Iowa City with Mom on October 6 and was then notified that Mom had been 
accepted by Huskamp Haven. 

From October 9 to October 12, 2006, Jan and a friend took Mom back to her home in 
Algona and spent time convincing her she would be okay in the assisted-living facility. During 
that 4 days, she couldn’t remember where she put things, what the day was, when to take her 
medications if at all, how to make coffee, where the salt and pepper were in her cupboards, 
where she had cereal, which key was her house key, and the list went on and on. While she was 
hoping to drive again, the obviousness of her slow reflexes, dependence on her walker, and 
inability to turn her head easily all contributed to convincing her she could not drive again. 

At this point, Jan, under power of attorney, had to take over paying her bills and writing her 
checks. Before her fall in August, she paid her bills with her checkbook. She had not balanced 
her checkbook and could not remember what was paid or what was due, and was relieved to have 
Jan take over this responsibility. 

From October 12 to November 14-17, Mom was not able to dial the phone on her own, 
but could tell Jan she was going to meals and someone was doing her washing. She could 
remember when people died in the past and events from her younger days, and repeated these 
over and over. But she could not remember talking to someone the week before and would say, 
she “ hadn 't heard from you in a long time" to Jan, although Jan had talked to her the day before. 
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Jan returned to Huskamp Haven on November 14 to attend the requested 30-day review with the 
nurse and housing coordinator. They repeated the mini-mental test in her presence and the nurse 
said to the housing coordinator that she had “done a little worse”. She could not recognize which 
mailbox was hers although it bore the same number as her room, and often left letters and bills 
there. When she did retrieve mail, she would leave it on her table, even when it included overdue 
bills. 


By December 4 and 5, there were further changes in Mom. Numerous instances of mental 
confusion were obvious as Jan took her to and from Mason City for a checkup with the 
dermatologist. On the way back to Algona, Jan asked her where they should mm off the highway 
to go to our brother’s farm, where she and Dad had farmed for 36 years. She didn’t know. She 
didn’t know where her bank was located in Algona. Jan continued to ask questions for which 
Mom should have known the answers and in writing her observations up to this point, summed it 
up this way: 

“ Mom could not live safely in her own home and with her left carotid completely 
blocked and her right carotid 60-69% blocked, it is no wonder her memory is 
failing and she can t make judgments or follow directions. Her fingers are numb 
periodically when she does not wear her cervical collar (difficult to put on 
properly and she need assistance). She is now using her walker at nighttime as in 
the daytime, she uses walls and is close to furniture to catch herself if she starts to 
stumble which is several times daily. " 

On December 6, Jan was told by Conseco that they had denied the Huskamp Haven claim 
for Mother for medical necessary reasons or not able to do her own activities of daily living. 

They told her that they are still working on cognitive impairment reason. She has to qualify for 
one of those 3 things in order for them to pay. This is a concern as the nurse who did her mini- 
mental helped her the first time so she got a good score. Jan told the nurse about that after she 
did it. The second time Jan was present also and she did not do as well, but only a little worse. 
Regarding the mini-mental test: Mom has a granddaughter. Doctor Ivy Anderson, who is a 
trained neurologist who informed Jan: 

“ It seems like all is resting on the results of grandma's cognitive testing. I have 
been in touch with the 2 social workers in our neurology department who deal 
with cognitively impaired individuals and insurance companies on a daily basis. 

They both said that if grandma is denied coverage, we would have a lot of ammo 
to appeal the decision. Furthermore, as a trained neurologist I can tell you that 
the test they did called the mini-mental status screening exam, is only to be used 
as a screening test for dementia in general It was made to be a tool for 
physicians both to screen and track clinical decline or improvement It is not 
meant to be a tool to measure whether or not someone is able to take care of 
themselves in a home environment Grandma had extensive 
neuropsychiatry testing when she was at the University of Iowa, this is very 
detailed and uses better assessment tools to measure cognitive testing. 

(including IQ testing etc) This is a far superior marker of function than the 
simple test used by the insurance company. This is very frustrating. 
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Unfortunately, we live in a world where educated physicians/nurses do not make 
the decisions for patients. ” 

Conseco further told Jan that they did not get the claim until Nov. 6 and they have a 45 
business day turn-around. That could be as long as January 10 before she would know. Realize 
at this time, Mom’s funds are dwindling and the children are beginning to contribute money to 
make sure Mom can remain in Huskamp. 

On December 19, Jan got a letter from Conseco saying that Mom did not qualify for 
home health as she was capable of doing her ADLs (Activities of Daily Living) and that they 
were denying the claim for October. Note: Mom was not in home health; she was in assisted 
living! The letter made no sense at all! 

Jan waited and on January 10, again contacted Conseco. 

"I spent 45 minutes on the phone waiting for the insurance company to come on 
and then another 15 minutes with "Robert", / believe. I very calmly asked him 
where we were on mother's claim as it had been 45 days today and that was what 
I had been told was the amount of time they had. He looked up the policy and 
said that on December 12, the Dr. said Mother did not have dementia. (Mind you 
/ have received nothing in writing about this and it is nearly a month. I said that 
was not true, asked him the name of the Dr. , and all he would offer was that it 
came from the claims dept. He said we could appeal it. He gave me the address 
as well as the fax number. 1 also asked if we won the appeal if we would get paid 
from Oct. and he said he did not know. 1 also asked if Mother was going to be 
billed for the $442 insurance this month even though she had been there the 90 
days. (After 90 days she no longer has to pay the insurance) He said oh yes. .most 
certainly. I was just sick and went back to work. (Nurses here say that it is 
typical for them to deny and by no means cancel her insurance or she will get 
nothing for sure.) Thank goodness I have an understanding head nurse who told 
be to try to get it settled. 

So, after l completed my shift today, / looked up Mother's record on-line. Dr. 

Dyken (Staff Dr. in Neurology) as well as Dr. Hoballah (Staff Dr. in Vascular) 
included in their discharge summary that mother did have dementia with recent 
falls. I did read a note from Dr. Margo Schilling (geriatric Dr.) that stated "her 
episode ofhyponutremia, her high grade vascular occlusion disease, and her 
recent mood disorder all complicate assessment and I am reluctant to currently 
label this woman as having dementia" Dr. Schilling worked with Mother at 
Windmill Manor. Her mini-mental was 25/30. However, they mention that this 
was with prompting. 

Dr. Hjelle (Algona) filled out the physician's claim form and checked that it was 
"medically necessary" for her to be in Assisted Living and he also checked that 
she was "cognitively impaired". I was told by the insurance company that it was 
not medically necessary for her to be there. The Assisted Living Rider that I found 
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in Mother's policy includes the following "Conditions on Eligibility For Benefits": 

"You must satisfy one of the following requirements: (1) you must be unable to 
perform, without the hands-on assistance of another person, two or more 
Activities of Daily Living (ADL's); or (2) you must require continuous supervision 
or assistance due to Cognitive impairment. In order to quality, you Physician 
must perform such tests as are in accordance with accepted standards of medical 
practice, and based on such tests, certify to the existence of your Cognitive 
Impairment or inability to perform two or more Activities of Daily Living. 

Benefits are not payable for any period of time during which you are not 
confined in an Assisted Living Facility as a result of Cognitive impairment or the 
inability to perform two or more Activities of Daily Living. Benefits are not 
payable for any period of time during which you status at an Assisted Living 
Facility is considered that of an independent resident. " 

"Activities of Daily Living (ADL's) are: bathing (washing oneself in either a tub 
or shower, or by sponge bath; including the task of getting into and out of a tub or 
shower); dressing (putting on and taking off all necessary and appropriate items 
of clothing and/or any necessary braces or artificial limbs), toileting; transferring 
(moving in and out of a bed, chair or wheelchair); mobility (walking or wheeling 
on a level surface from one room to another); eating (the ability to get 
nourishment into the body once it has been prepared and made available to you); 
and continence (the ability to voluntarily maintain control of bowel and bladder 
function or the ability to maintain a reasonable level of personal hygiene). 
"Cognitive impairment" means a deficiency in the ability to think, perceive, 
reason and/or remember that results in the inability to take care of oneself 
without the ongoing supervision assistance of another person. 

Cognitive impairment is evaluated and measured through clinical evidence and 
standardized tests. Cognitive impairment in indicated by measurable deficits in 
memory, orientation or reasoning, such as those caused by Alzheimer's Disease 
or similar forms of senility or irreversible dementia. " 

Ann... I will do mv best to get copies of the chart off to you as well as the copy of 
the insurance policy. On Dec. 5. 1 talked to "Steve" and he told me that there was 
a note that the Dr. said she was NOT cognitively impaired. I told him that was a 
lie as I had seen a copy of what the Dr. had sent, On Dec. 6, Dr. Hjelle's nurse 
tried to cal / them and was on hold forever (I think they do that on purpose ) and 
then they told her that there was no claim on that patient. She must have put in 
the wrong insurance number or else they are fibbing. I called them again on Dec. 
7 and "Pamela" told me that she had not called and that she had a list of every 
time I called. She then told me that there was a note that "Steve" sent over to 
claims from my last call that I had said the Dr. did say she was cognitively 
impaired. I was told that they have 45 days from the claim to make a decision 
and that would be Jan. 10. So, I called. " 
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The activity to this point in summary: 

October 1 1 , 2006, Mom moved to Huskamp Haven, the assisted living facility. A claim 
was submitted on that day signed by her primary care physician saying that she is cognitively 
impaired. 

October 16: Conseco sent a form letter to Floyd Bode (dead a year plus by then) at the 
family home (nobody lives there as Mom is in assisted living) acknowledging receipt of 
the claim. 

October 20: Conseco sent another form letter to Floyd at home acknowledging claim. 

October 25: Conseco sent letter to Floyd at home acknowledging change of address to 
"Floyd Bode", care of Jan with her correct address in Iowa City. 

October 30: Conseco sent a letter to Floyd at home saying that they didn't get the 
documents to process the claim for Windmill Manor, the nursing home in Iowa City where Mom 
was a patient for a few weeks. 

November 2: Conseco sent a form letter to Floyd at home acknowledging receipt of the 

claim. 


November 4: Conseco sent a form letter to Floyd at home saying that they didn't get the 
documents to process the claim for Huskamp Haven. Jan's handwritten notes on the letter says 
"Talked to Jamie on 1 1/ (hole punched through my copy so Jan will have to fill in the date of the 
conversation). Jan also wrote on the letter "Nov. 3-and her mother's claim number.) She also 
wrote "resubmit Nov. bills on Nov. 25. Don't pre-bill. Correct policy. Apparently Good 
Samaritan, the nursing home part of the facility, submitted the billing under Floyd's policy 
number. The problem is that all of the letters were going to the home and being forwarded to 
Mom who put them aside unopened and Jan didn't know that any information was 
being requested. 

November 6: Conseco sent yet another letter acknowledging receipt of the claim to Mom 
at the family home. See below for the discussion of the verbal denial of the claim. At that time 
Conseco claimed not to have received the claim until this date in spite of the foregoing 
correspondence from them. This was the basis of the contention that they had 45 business days 
to make a decision. 

November 14: Conseco sent a letter to Floyd at home saying that they were anxious to 
service the claim but needed itemized bills. These had already been sent by Good Samaritan and 
Jan didn’t know that they were contending that they didn't have them because she didn't get the 
letter. 


November 16: Conseco sent yet another letter to Floyd at home saying that they had 
requested additional information. 
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November 1 7: Conseco sent the identical letter as on the 16th but this time they finally sent it to 
Floyd at Jan's address. Note that this is 23 days AFTER they acknowledged receipt of the 
change of address. 

November 17: Conseco also sent a letter acknowledging receipt of the claim to Floyd at 
Jan's address. 

On December 1 and 5 Jan called Conseco about the claim. 

On December 6 Jan again called Conseco for a status on the claim. She was told that the 
claim had been denied because the assisted living was not medically necessary in that she 
could perform the activities of daily living (feeding herself, transferring from her bed to a 
wheelchair without assistance, dressing herself, etc.). They were still considering the claim 
based on cognitive impairment and claimed that since the claim had allegedly not been submitted 
until November 6 they had until January 10 to make a decision. Of course, they were making up 
the deadlines as they went along. 

On December 7 Conseco sent a "second request" to Floyd at Jan's address. It was a 
typically vague document which just says that they have requested information but does 
not specify what or when. 

On December 1 and 5 Jan talked with Steve and Pamela at Conseco about the claim. 
Pamela said that there was a note that Jan had said that Mom's Dr. Hjelle had said that Mom was 
cognitively impaired. Pamela and Steve said that she was not impaired and not eligible 
for coverage. 

On December 6 Jamie, Dr. Hjelle's nurse, called Conseco. She was on hold forever and 
when she finally got through she was told that there was no claim on file for Mom. 

On December 7 Jan called "Pamela" at Conseco who told her that Jamie had not called as 
she had a list of all calls made on the claim. There was a note from "Steve" that Jan had said that 
the doctors said that Mom was cognitively impaired. 

On December 12 Jan called Conseco and spoke with Steve to ask what else was needed 
to show that Mom is cognitively impaired. Steve said that "the doctor" said that she was NOT 
cognitively impaired. Jan told him that was a lie as she had seen the form submitted on October 
1 1 on which Dr. Hjelle checked that she WAS impaired. The University of Iowa records that 
they had also said that she is impaired. Jan told Steve to also check with Dr. Dyken at the 
University Hospital. Steve was supposed to get back to her in a couple of days to tell her which 
doctor said that she was okay, but never did. 

On December 19 Conseco sent a letter to Floyd at Jan's address saying that" if home 
health is being provided mainly to assist you with your activities of daily living you must be 
unable to perform at least two such activities." Mom never applied for coverage for home 
health care as that is out of the question for her. Jan actually received the letter on December 
24. 


7 



88 


On January 1 0 Jan called Conseco. She was on hold for 45 minutes and then talked to 
"Robert" who told her that on December 1 2 the doctor said that Mom did not have dementia. Jan 
said that was not true and asked for the name of the doctor who said that. All Robert said was 
that the information came from the claims department. That constituted the denial of the claim 
based on cognitive impairment. Robert told Jan that she could ask for a decision in writing and 
also appeal. 

On January 12 Conseco sent a form letter to Mom at Jan's address acknowledging receipt 
of her claim. 

At this time, Jan decided to enlist the aid of a cousin, Ann Elston, who is an attorney-at- 
law in California in order to resolve the problem. Her log follows: 
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1/17/07 

Tried to contact Conseco at only telephone number 1 could find, winch was on form letters from 
company. On bold for 20 minutes and gave 19 . 

1/18/07 

Called Conseco several times, put on hold for up to 20 minutes. Finally got a person who said 
that the only information she had was what she was reading off of the screen. Refused to tell me 
the name of the claims examiner handling the claim or the name of the head of the claims 
department. Said everything had to go to legal since 1 am an attorney. Asked her for the 
telephone numbers of claims and legal. Refused but offered fax number and a post office box. 
Finally (old me that the contact person in legal is Elizabeth Sample. 

1/19/07 

Wrote a lengthy letter to Iowa Department oflnsurance with cc to Sample. Letter to Conseco 
sent via express mail as the mailing address is a P.O. Box and FedEx can't deliver to P.O. Box. 

Telephone call to Brian Carroll, agent’s representative, to ask for his help in getting names of 
people handling claim and telephone numbers. He was helpful and promised to cheek with 
Conseco and get back to me. 

1/22/07 

Sent a letter to Conseco (attention Sample as that is the only name I have) demanding written 
denial, appeal of claim and waiver of insurance premiums pursuant to terms of policy, 

Telephone call from Carroll regarding his communications with Conseco. 

i/23’07 

Several telephone calls to Conseco, including me where I was on hold for 29 minutes before a 
customer service person picked up. He was not rude but was not at all helpful couldn’t tell me 
who was handling the claim, number for claims department or telephone number for legal. He 
finally put me through to Lit Sample. I left a message for her and for hex assistant tiz called 
me back quite promptly and left a message as 1 was in a meeting. I returned the call and left a 
VM. 
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1/24/07 

I called Liz Sample, got directly through Is her and explained the nature of the tall. Even though 
correspondence had been address directly to her as I was told to do, it seemed that she had not 
seen or real it She said that whenever an attorney is involved the claim is routed through legal 
and legal assigns it to the appropriate person. She didn't know who was handling the matter but 
promised to find out and call hack. She called back quickly with the information (hat it was 
being handled by a business analyst named Denise Wilson and she gave me the direct telephone 
number. I Immediately called Denise and left a message. The last name on the VM greeting was 
not Wilson but assume that the first name was Denise I had been given the correct telephone 
number. Left a message for Denise to call back immediately as this is a desperate situation far 
claimant. That call was made at about 11:45 Ca. time. 

I called Dcnisic at Conseco again at 2:10. VM only. Left VM to call ASAP. 

1/25/07 

I called Denise Wilson {this is her correct last namc-rcccntly married) at 7:00, She answered the 
telephone and said that she was going to call me today. She has assigned the claim to Mary Turk 
(317-81 7-2008) to research. Denise said that it generally tabs 20 business days for a decision. I 
stressed to her that this is a critical situation with Marge literally out of money and spending 
nearly half of her monthly social security check on the premium, as well as the toll it is taking on 
Jan's health. Denise said that she would talk with Maty and tell her to contact me if she needed 
any additional information. She was pleasant but had no information about the claim. While she 
said that she had my letter it didn't sound like she had read it 

1/26/07 

Called Mary Turk at 6:25 am (9:25 Indiana time), VM only. Left a message that clamant out of 
money and critical that she call me. Again left telephone number, email address, claim number, 
etc. 


1/29/07 


I received what appears to be essentially a form letter from Mary Turk acknowledging receipt of 
my letter of 1/19 which she says was received on 1/24. She may have seen it on that day but it 
was delivered lo Liz Sample at Conseco legal, per directions from the customer service person, 
on 1/22 via express mail. We couldn’t send it via FedEx as I was not able to get an address other 
than a P.O. Box. (T probably could have sent it to the physical address on the website but I have 
no idea where the legal department is located in relation to the headquarters building so that 
might have stowed the process even further,) 


1/31/07 
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Telephoned Wart: Turk at 1 1:15- VM so left another message to please call or email me ASAP, 

I told her that I need to talk with her about information that should be considered in making a 
determination, and again urged her to provide her email and to communicate with me via email If 
she can't reach me by phone, She has not returned a angle telephone call and ! have never 
managed to reach her via telephone even though I have hied calling at different times of the day. 

mm 

Telephoned Mary Turk at 9:20, VM only so left yet another message asking her to call and 
telling her that it is urgent that T talk with her. letter to Turk regarding problems with 
communication and urgency of situation. 

2/6/07 

Received FedEx eonftnmalion that my letter of 2/5 was delivered at 9:57 am eastern time. 

Signed for by J. Hall. Telephoned .Mary Turk at 1 1 :37 California time. VM and left yet another 
message begging her to call me. I told her that I knew that Marge's doctor sent a kttcr last 
Thursday detailing the reasons why she can’t live alone. 


2/7/07 

Received a fax from Maty Tuck-Milter saying that they have a new policy ml to respond to 
telephone calls. Repeated that it would be 20-30 business days before they have a response. 
Called Iowa Dept, of Insurance. Utter to Tuck-Miller in response to flat. Email to family to 
update them on the status. Telephone call to Iowa attorney to make an appointment to meet on 
Friday. 

2/sm 

Received the same form letter front Mary Tuck-Miller saying that I could call her at her direct 
line, and that there would be a response in 20 to 30 business days. 


2 / 14/07 


Letter to Tuck-Miller regarding demand for substantive response to claim. letter to company 
regarding response to letter regarding waiver of premium, etc. Telephone call to Liz Sample. 
She answered phone and explained (hat she has nothing to do with long tom care. She only 
forwards correspondence and doesn't know who is in charge of the long term care 
company/dcpartment. She said that she also would have forwarded the letter about premium 
waiver to that company and doesn’t know who is handling that issue. She promised to make 
some tails and try to get back to me to tel me know who I should be talking with hut there is a 
snow storm there today and she wasn’t sure whether anyone would be around. 

2/20/07 
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Received a fax from May Tuck -Miller anting that the claim is being reviewed by the medical 
director and that a response to the claim will be forthcoming soon. The letter refers to medical 
records recently received. I'm not sure what records that would be as I sent some, but that was 
on January 19 and lam unaware of Marge having signed an authorization for (he release of 
medical records. 

mmi 

Received a letter from Mary Turk-MiUcr advising that the Medical Director has reviewed and 
made a recommendation to Claims Department and we should be getting a decision soon. It 
appears that the Medical Director docs not get involved in claims decisions until alter a claim has 
been denied and (he insured has demanded a written explanation and/or demand for appeal. 

Letter also says that they will review the request for a waiver of premiums pursuant to the 90 
days of continuous claim benefits provision of tie policy. I wrote a Idler on January 22, 2007, 
demanding that Conseco refund premiums paid after Floyd’s death in September 2005 and wave 
future premiums pursuant to the Waiver of Premium of Surviving Spouse part of the policy. 
There is no mention of dim issue in the letter. 


mm 

Wrote a tetter to Milltr-Turk in response to her 2/26 letter. Demanded a response to the waiver 
of premium issue 1 raised. Researched the attorney who got a cc of Miller-lurk's letter. She 
works for Conseco so I also sent a cc of my letter along with another copy of the 1/22 letter to 
Elizabeth Sample in die legal department. Sent an email to the family regarding the status. 

3 / 6/07 

There has been no communication from Conseco. Wrote a letter to MiUcr-Tuzk advising her that 
if I don’t have a favorable response by tomorrow, the 3d* business day after she says that she got 
the claim, I will begin drafting the lawsuit and will file by March 16 

mm 

Received denial letter by fax. followed by bard copy. Claim was denied because she is not 
cognitively impaired as Conseco interprets that term in the policy, nor is she unable to perform at 
least two activities of daily living. 
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On March 26, an examination showed by Dr. Jamal Hobaliah on staff at University of 
Iowa Hospitals and Clinics (UIHC) showed she had a Carotid duplex scan as follow-up for 
carotid artery disease (occlusion and stenosis of carotid artery) diagnosed with her August 19 
to August 24, 2006 hospitalization after her fall. The test showed the Right Proximal internal 
carotid artery has a 60-69% stenosis (blockage) with calcified plaque. The Left Distal 
common carotid artery showed 100% stenosis (blockage) with calcified plaque. 

The Drs. written impression: 89 year old woman with stable, asymptomatic 60-69% 
right ICA stenosis, dementia. (ICA stands for internal carotid artery) 

On April 4, once again Jan had to bring Mom to the University of Iowa for testing. 

Dr. Dyken, Neurology staff man and Dr. Ramey, Neurology resident examined Mom. Dr. 

Ramey did a small mini mental as he was examining her and he was convinced that she 
definitely has cognitive impairment. They had her walk a few steps and both were convinced 
that Mom could live safely alone in her own home. 

Dr. Dyken wanted have a PT, OT, and Neuro-cognitive exam done on her as he felt that 
if anyone would talk with her socially, they would think she might be able to do okay by 
herself. However, he said it was clear to him that she couldn’t live by herself and needed 
supervision. He wanted the testing to back this up. 

Jan asked when the testing could be done and told them of her plans to take Mom back on 
the following Monday. They doubted that it could be done that soon. They suggested having 
neuro-cog call her to set up the appointment. Dr. Dyken said it could be as long as 3 weeks. 

Also, Dr. Ramey filled out another physician's claim stating it was medically necessary 
and because of her cognitive impairment. Dr. Ramey said he would be glad to do anything so 
she could stay at assisted living as that is where she belongs and is safe. 

On April 1 6, Jan received another form letter from Conseco today regarding expenses 
submitted by Algona Good Samaritan 12-1 to 1-31 for $4,640. 

Here is what they wrote: 

"Dear Ms Bode: 

According to the requirements of your policy, if home health care is being 
provided mainly to assist you with your A divides of Daily Living, you must be 
unable to perform at least two such activities. Please refer to the definition of 
"Activities of Daily Living" as listed in your policy. 

If you feel there are other facts that we should consider, please write: Conseco 
Senior Health Insurance Company, Claim Review Department, at the above 
address. ” 

In the first place, it was not home health care. In the second place, Jan felt it was 
another stalling tactic and she had continued to send them updated information which made 
no difference. The last time they also said that mobility and ambulation are not the 
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same. Yet, on their form for docs and nursing home to fill out, one of the categories is 
"mobility/ambulation". Clearly it was another stalling tactic. 

We felt there was no choice but to ask an attorney to file a lawsuit in order to receive the 
benefits due our Mom. Timely articles concerning Long-Term Care in the New York Times 
by Charles DuHigg and the Des Moines Register by Andi Dominick also commanded the 
attention of our older Americans at this time. 

Concurrent through the process were the issues of waiver of premiums 90 days after 
Mom entered assisted living care (which Conseco was continuing to collect in addition to 
refusing payment) and a claim that somehow Dad’s policy included an APOC (Alternative Plan 
of Care) Rider that Jan had to sign in order for Mom to receive benefits. This APOC would 
require Jan to reapply on an annual basis. It had to be initiated by Jan, written by physician and 
submitted for prior approval, etc. It was merely another attempt to deflect attention away from 
Conseco’s unwillingness to pay. In the end, the APOC was not signed at all and the benefits 
were received anyway. 

On June 5, 2007, the notice finally came that Conseco would agree to refund all 
premiums collected after 1/09/07, almost 5 months after doing so. They paid the Oct. 11, 2006- 
Jan. 31, 2007 bill on June 13, 2007, again, 5 months and more late. 

Conseco finally began paying Mom’s bills in drips and drabs in the summer of 2007, 
coincidentally or not, after we filed the lawsuit on Mom’s behalf. But this was not without 
continued frustration. Here is an example in Jan’s own words sent Monday, October 15, 2007: 

“As we have not received payments for July+ from Conseco and I have 
received letters that they have received our claims, 1 made a call to Conseco 
this afternoon. 

I was on hold for 2 7 minutes and a very pleasant "Edith " responded. I 
inquired as to where the July, August, September checks were. She took the 
information and then responded that they had not received any bills from 
"Algona Good" and wondered where Mother was now. 1 told her she was in 
the same place and nothing had changed except Conseco had not sent the 
payments. 

I told her that I have received claim letters that they HA VE received the bills. 

She then said, that the claim letters were not issued for receipt of bills, but 
rather for other information that they would have received. I asked if she 
could tell me what information that would be and she said that one (possibly 
the one I received Oct. 5 dated October 1) went out after they had received the 
Neuro-psych evaluation that I sent. I then asked what they had received that 
would have prompted the other claim letters (8/1 7 and 9/13) that I received. 
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She then went into a "song and dance" (for lack of a better word) that was 
difficult to follow. It amounted to the fact that sometimes " those letters are 
sent to the wrong people". "For instance, one person called and asked why 
she got a claim letter and we found it was sent to her instead of someone else 
that it was meant for". Oh my!!!!! 

I then insisted that she look and make sure that she had not received the faxes 
from Good Samaritan. She said that if I could call them and get the date , fax 
number, etc., they may be able to track it as they have "thousands" of faxes. 

Oh my, again!!!! 

After 39.57 minutes, I thanked her for her help. 

I then called Good Samaritan and found that Jill (insurance person who has 
been very reliable) would not be in until Friday. Good Samaritan was very 
good and referred me to a Susan who said she would get in touch with Jill this 
afternoon right away. 

She did and Jill walked her through the steps. Jill has it documented that she 
faxed bills July 2, August 1, September 5, and October I. I just knew she had 
and I find it very hard to believe that even if you would miss I fax, you could 
miss all 4!!!!! 


Susan is going to re-fax all the bills tomorrow morning when Conseco is 

fresh!’’ 

Sporadic payments followed by unexplained lapses requiring Jan to find out why they 
were late continued into 2008. 

Realize that poor treatment of elderly by insurance companies affects their families as 
well, if they are lucky enough to still have family around. Jan was diagnosed with Follicular 
Non-Hodgkins Lymphoma in 2003 and had to be concerned as much with her own battle to go 
on living as with the care of her Mom. She would be here today to share her travails firsthand, 
were it not for impending stem cell transplant treatment to prolong her life. When something is 
awry in the insurance decisions, it does not just affect the policyholder. 

The lawsuit was settled this summer which ensures Mom's bills will continue to be 
paid and paid on time. It took over 20 months to get to this point. My Mom has five college- 
educated children who have banded together to come to her aid. We have all learned that her 
situation is sadly all too frequent and not the exception. We are concerned as well for those who 
continue to be denied benefits without even an explanation from their company, and for those 
whose mental or physical condition renders their ability to communicate with their company 
impossible. We are especially concerned for those who lack my Mom’s resources and for whom 
assisted living will never be a reality. We appreciate this opportunity to address concerns on 
behalf of this nation’s most vulnerable population. 
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Mr. Stupak. Thank you. 

That completes the opening statements. We will go to questions. 
We are going to go for 5 minutes and we will try to move this 
along. Let me apologize to this panel. I had to run up and testify 
at the Resources Committee on a matter before my district of great 
importance on a national marine sanctuary, so I ask for your for- 
giveness for being a little bit late in returning and missing some 
of your statements, but we have read them and I do have a few 
questions. 

Ms. Burns, since I started with you with opening, I am going to 
ask you the first question. You noted in your testimony that pre- 
mium rate increases may be particularly devastating for people. 
Are there particular companies that you have noticed to have been 
worse than others in calling for these increases? 

Ms. Burns. There have been a number of companies that have 
had rate increase and cumulative rate increases but the two com- 
panies that come to mind who have been the most prominent have 
been Conseco and Penn Treaty. 

Mr. Stupak. Why do you think that these companies had difficul- 
ties with their rates, trying to establish a rate that is fair to the 
consumer and the company? 

Ms. Burns. Well, I think that you have to recognize that there 
was and still is a lot of competition in the long-term care insurance 
marketplace. I think some companies may have underpriced their 
policies in an effort to gain market share, and in other cases, com- 
panies may not have had the data that they needed to accurately 
price policies. But in the 1980s and 1990s, there was a great deal 
of competition based on price, and today, most competition still is 
based on price because it is so difficult for consumers to compare 
these products. 

Mr. Stupak. Thank you. 

Mr. Vogelsong, if I may, as you know, the Penn Treaty American 
Corporation is headquartered in the Commonwealth of Pennsyl- 
vania. Our committee staff has learned that Pennsylvania is cur- 
rently undertaking a — I am going to quote now — “market conduct 
examination” of Penn Treaty. How would you summarize your per- 
sonal experiences interacting either with the policyholders from 
Penn Treaty or with the company itself? 

Mr. Vogelsong. Well, Penn Treaty has the highest number of 
claims complaints in Pennsylvania. They represent probably 30 to 
40 percent of the claims complaints that the Pennsylvania Depart- 
ment of Insurance receives, and we receive numerous complaints 
from consumers. 

Mr. Stupak. Just in the area of long-term care or you mean of 
all? 

Mr. Vogelsong. Yes, long-term care. 

Mr. Stupak. But Pennsylvania is one of the lead States in direct- 
ing the market conduct examination, an interstate settlement 
agreement with Conseco. What have been your personal experi- 
ences in interacting with either the policyholders from Conseco or 
the company itself? 

Mr. Vogelsong. Well, Conseco certainly was probably one of the 
few cases that I as an intermediary had to refer to the Insurance 
Department. The individual that we had contact us wanted to file 
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a claim under a policy for her mother and they refused to actually 
send a claim form. So it was considered an inquiry, so we had to 
actually find an agent that had a copy of it to submit it, and then 
when the claim was denied, then filed the complaint. 

Mr. Stupak. So with the policy you don’t get a claim form as a 
general rule, I take it? 

Mr. Vogelsong. No. One of the recommendations I have is that 
there is more explanation and regular communication with policy- 
holders throughout the term of the policy on how to file claims and 
what their rights are. That should be done on a regular and fre- 
quent basis. 

Mr. Stupak. Dr. Cohen, you noted that buyers of long-term care 
insurance are getting younger on average. Surely this trend indi- 
cates success for both the industry and for public policy. What 
would you say are the primary sources of this success? Are people 
just more aware of the needs or 

Mr. Cohen. I think people are more aware of the needs. I think 
that over the last decade, if you look at trends in product, the prod- 
ucts are far more attractive than they were in the past. For exam- 
ple, there has been reference made to how confusing products are. 
Ten years ago, we did a survey that showed that half of the — 50 
percent of the people who chose not to buy long-term care insur- 
ance said that it was just too confusing. In 2005, that number had 
fallen to 14 percent. So I think there is much better knowledge, 
better products for consumers to choose from. 

Mr. Stupak. Mr. Dicken, if I can ask you, in your written testi- 
mony, you noted that two of the companies in your study have sub- 
stantially increased the premiums in the past 10 to 20 years. One 
company has requested many rate increases of 30 to 50 percent 
while another company requested an increase on one policy form 
totaling 70 percent. Would you say that these increases are usual 
or unusual in the industry? Do these companies stand out or are 
they sort of the norm within the industry? 

Mr. Dicken. I think our statement noted that there were dif- 
ferent practices we saw across the industry where there were a 
number of companies, and what we heard from regulators is mostly 
companies that had sold older, closed books of business that were 
no longer being marketed that were facing these higher premium 
increases of 30 or 50 or 70 percent. 

Mr. Stupak. Is this sort of the norm or is it just more of the old 
policies coming up and trying to modernize them? Is that where 
you are seeing these big increase requests? 

Mr. Dicken. I wouldn’t say it is the norm. I think we have seen 
multiple companies with these older policies that have had in- 
creases but it certainly varied across companies. 

Mr. Stupak. Thank you. 

Mr. Bode, if I may, a couple quick questions for you. Thanks for 
being here and sharing the experience of your family as one of the 
examples of how the system is broken. Ultimately, your family was 
able to obtain a satisfactory settlement from Conseco, I take it, and 
if you had not had a strong family network, you mentioned family, 
that all have degrees, and supporting your mother; do you think 
she would have been able to successfully deal with the company? 
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Mr. Bode. There is no doubt in our mind that she would never 
have been able to have solved the riddle with Conseco. Remember, 
she had dementia, she had cognitive impairment. There is no way 
that she knew what her insurance policy offered her. There is no 
way that she could have begun to communicate with Conseco, and 
given the corporate, what we perceive as the corporate model for 
Conseco of waiting on the phone for 20 to 40 minutes, you can’t ask 
an 89-year-old woman to wait on the phone for 20 to 40 minutes, 
promises to call back that were broken time and time again, the 
multiple requests for the same information. She had to go through 
at least five different examinations to prove she was cognitively im- 
paired. Would she have been able to do that without family? No. 

Mr. Stupak. Well, you said cognitive impairment, then yet in 
your testimony you said at one point that Conseco relied on the 
tests of a mini-mental test rather than the diagnosis of your moth- 
er’s physician. What difficulties did the use of this test create in 
trying to get reimbursed for 

Mr. Bode. The mini-mental test was simply a test that was given 
to her at the assisted living in which she was assisted by the nurse 
in her answers so it was even a false test to begin with, and they 
referred to that early on, but beyond that, they seemed to never re- 
ceive the doctor’s testimony, et cetera, and kept losing it, and it 
was constantly talking to different people. My cousin, the attorney, 
asked several times for the name of the most senior person in the 
claims department, never got a response. She also asked who made 
the final decision to deny the claim. No response. She asked who 
reviewed the appeal and again they denied the claim. No response. 
And we are talking over a 3- to 4-month period. We had to file a 
lawsuit, and this was beyond what my sister had tried to do. 

Mr. Stupak. Thank you. 

Mr. Shimkus for questions. 

Mr. Shimkus. Thank you, Mr. Chairman. 

Mr. Bode, thank you for being here. I would like to start with 
you and just follow up on the chairman. The timeline in your writ- 
ten testimony, there is a lengthy timeline which we all are very 
frustrated with, in which you waited 45 business days to see if the 
original claim had been accepted. After that, the wait was an addi- 
tional 20 business days to review your appeal, and then a month 
later when Conseco finally acknowledged receipt of your appeal, it 
noted that it would take an additional 20 to 30 business days be- 
fore you would have a response. What do you believe was the rea- 
son for this delay? 

Mr. Bode. Well, first of all, we felt that those delays, the amount 
of time, were arbitrary and were being made up as they went along 
because they were never voiced in advance. For example, my sister 
filed in October. She asked in December and then they said well, 
there is a 45-day wait. Now she has to wait until January without 
recourse, more calls, being put on hold, more denials. 

Mr. Shimkus. This whole insurance debate — insurance is regu- 
lated and granted authority by the State. There is always a debate 
of what the federal role is. I was visiting with constituents on Mon- 
day and one constituent was pretty upset when they called a fed- 
eral agency and let the phone ring 52 times until they hung up. 
And we all have that. We all do those constituent service issues 
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whether it is Medicare or Medicaid, Social Security disability 
issues, and we act as the SHIP guy or — did you ever in this time 
frame, tell me what was the response to an appeal to the State in- 
surance commission. 

Mr. Bode. OK. We did appeal to the State insurance commission 
and we got a response back. The response was, they denied the 
claim. We knew that. We knew they denied the claim. Wasn’t that 
a heck of a good response? 

Mr. Shimkus. So they didn’t actively say we need to hear your 
case, we need to do due diligence and fight on your behalf? 

Mr. Bode. Iowa is the only State in this Nation that lacks a pri- 
vate cause of action for consumer fraud with regard to insurance. 
We are the only one, OK? So Conseco has chosen to make this run- 
around a part of their business model because if they can make it 
hard enough to get a claim paid, they won’t have to pay as many 
claims. There is no consequence for doing so in Iowa. 

Mr. Shimkus. So you are pretty confident that they didn’t give 
you any assistance? 

Mr. Bode. Yes. 

Mr. Shimkus. Did you follow up with the State SHIP at all? 

Mr. Bode. At that point, no. We weren’t aware of SHIP, and in 
fact, we felt the best route was to go through our cousin, an attor- 
ney, because we felt that we needed some sort of legal guidance on 
this, and when she couldn’t do it, well, you know. The five of us 
plus an attorney, what are we going to do? 

Mr. Shimkus. Let me go, because I have the Illinois SHIP thing 
here, and my first real experience was when we passed Medicare 
D and I used SHIP a lot to help educate. I wanted to be on the 
front of this change. They were very helpful, the area agency on 
aging. What I found in this process was that before I got involved 
with Medicare D, there was really no — the agencies set up to deal 
with senior issues didn’t really know each other and didn’t really 
communicate as much, from my perspective, once we passed Medi- 
care D because seniors were going to all these different places and 
these agencies initially had to start talking to each other, and we 
relied on them in my congressional office. After time I had an 
event, I had a SHIP person present and the local area agency on 
aging was also supportive, and I sing their praises. 

Mr. Vogelsong, had this happened in Pennsylvania and Mr. Bode 
would have come to you, how would you have — what would the 
Pennsylvania SHIP have done? 

Mr. Vogelsong. Well, in terms of an advocate, I can’t do a regu- 
latory but what we try to do is begin a very clear tracking of it so 
that if you do have to take a formal complaint, you have docu- 
mented things, and I am sure Mr. Bode did that. It would then be 
referred to the insurance department for action. Currently, Penn- 
sylvania is looking at action of applying existing law that they 
could have enforced this. We would have tracked it to see if we 
could resolve it, built the case and documented the steps taken and 
then referred to the insurance department. 

Mr. Shimkus. And my last question is to segue to Dr. Cohen, a 
very compelling testimony. No one wants to have our family mem- 
bers who entered into a contractual agreement to have services 
paid for based upon an insurance product. I don’t want my parents 
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to have to go through that. I don’t want to put the burden on my 
children. But Mr. Bode in essence stated that his is more the rule, 
not the exception. I think your testimony on your research would 
be the counterargument. 

Mr. Cohen. Right. As you say, that is a very difficult situation. 
I think he questioned is that representative of the industry as a 
whole, and at least the empirical research that we have conducted 
suggests that it is not at all, and Ms. Burns talked about the fact 
that within the last, I think, 6 months, she herself has had six peo- 
ple contact her. Probably over that time period, there have been 
35,000 to 40,000 new claims opening. The question is, when you 
take it in the aggregate, what is a reasonable or what is a large 
number or a small number? When I make the statement that in 
fact 94 percent of all people don’t have disagreements that aren’t 
resolved satisfactorily or 97 percent of all claimants, how do we 
view that? I suppose if I took a random sample of Medicare bene- 
ficiaries or Medicaid beneficiaries and was before the committee 
and said 94 percent of the people were satisfied, what would the 
response be? Would people think that that is a pretty good thing 
or not? And clearly I think there is a lot of additional work that 
can be done. My guess is, if you ask the third panel about where 
some of the largest investments that they are currently making 
right now in the running of their own businesses, they are probably 
going to point to investments in new claim systems, management 
approaches and so on. 

Mr. Shimkus. My time is expired. Thank you, Mr. Chairman. 

Mr. Stupak. Thank you. 

Mr. Doyle for questions, please. 

Mr. Doyle. Thank you, Mr. Chairman. 

Welcome to all the panelists. Mr. Vogelsong, welcome. Mr. 
Vogelsong, I applaud Pennsylvania for its efforts to find ways for 
more people to receive long-term care services in their own homes. 
In your opinion, what have been some of the barriers that have 
kept people from making that transition in the past and how are 
you in Pennsylvania attempting to overcome those barriers? 

Mr. Vogelsong. In part, Pennsylvania, as you are aware, has a 
large rural population, and one of the transitions requires that you 
be able to provide a broad range of home- and community-based 
services, and sometimes those service delivery systems just not 
have developed. So for example, adult daycare services, that is one 
of the initiatives, to begin opening and providing for adult daycare 
and bringing things in. Part of it has been with the payment sys- 
tem, so we are initiating several new programs that would make 
it easier for the consumer to access those services. 

Mr. Doyle. Thank you. Also, in your personal counseling of peo- 
ple who are considering buying long-term care insurance, tell me, 
what have been some of the biggest concerns that people have had 
and what have been some of the biggest misunderstandings that 
people have had when they want to do this? 

Mr. Vogelsong. One of the biggest misunderstandings, and we 
just did a survey and we had similar results, is that 90 percent of 
the people believe Medicare pays for their long-term care, and if 
they have that perception, they are not going to play at all. They 
think they are taken care of. Surprisingly, 20 percent of the people 
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in that survey indicated that they believe they already had private 
long-term care insurance. We know the market penetration is clos- 
er to 8 percent or 7 percent. And there is a lot of misunderstanding 
in around the cost. Some of the cases that are brought up that are 
extremely — there is a sense of distrust. I think the industry really 
needs to set up some sort of standards so that people develop more 
of a confidence in the industry and that should be far more trans- 
parent to the public. 

Mr. Doyle. Is there an easy way for families that are considering 
purchasing long-term care insurance to go online and compare com- 
panies and policy definitions, to make sure they are looking at ap- 
ples-to-apples kind of coverage and then look at the cost of the poli- 
cies? Is there some way that makes it easier for consumers to do 
that when they are shopping? 

Mr. Vogelsong. Well, the Pennsylvania Insurance Department 
has the rates filed. We are currently in the development of a Web 
site where we ask a whole host of questions and then they get a 
personalized response relating to the cost of care in their area, ben- 
efit features based on personal preferences about their care. We 
simplified it in Pennsylvania. The governor has required now that 
all long-term care insurance policies in Pennsylvania are com- 
prehensive policies, providing for both nursing home care and home 
care. That is the only kind of policy that can now be sold in Penn- 
sylvania. 

Mr. Doyle. And I am curious, typically on the average, how 
much are we talking about when a family starts to shop on long- 
term care insurance, what kind of number are you looking at just 
on the average? 

Mr. Vogelsong. It varies according to your age. A 50-year-old 
probably could find a comprehensive product with a 3-year benefit 
period for probably about $1,200 to $1,500. It seems to go 
about 

Mr. Doyle. Annually? 

Mr. Vogelsong. Annually. It seems to go up for the next 15 
years in 5-year increments of another $500 for every 5 years you 
get older. So by the time you are 70, you are looking at an ex- 
tremely expensive product. 

Mr. Doyle. Thank you very much. 

Mr. Chairman, I am done. Thanks. 

Mr. Stupak. Thank you, Mr. Doyle. 

Mr. Murphy for questions, please. 

Mr. Murphy. Thank you, Mr. Chairman. 

Welcome, Mr. Vogelsong. I have a question in the process of deal- 
ing with consumer issues, which may have to do with coverage and 
denial of benefits, et cetera, but I want to get into something also 
about the rate increase issue because that is an area that I have 
concerns about or that I hear about where someone signs up for a 
plan, signs up when he is 40-some years old, paying certain rates 
and now is seeing huge jumps, saying that he belongs to a class 
of people which are getting older, which amazes me that someone 
didn’t figure that out when he was signing up for long-term care 
insurance and one day he might get older or than a whole class of 
people born as Baby Boomers might get older, and yet I have to 
wonder that perhaps that was part of the thought all along to sell 
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someone something cheap and then later on, oh, we just discovered 
you are in a class of people that ages with time. Now, I am think- 
ing here, when insurance works, it really is a wonderful thing. It 
really is a bright light in the darkness for someone who has it. But 
when it fails, it is a nightmare for families, as talked about today 
by one of our panelists here. Now, I am wondering what can be 
done for consumers when they are finding themselves in a class of 
people that suddenly has rate increases, and as these things go on, 
as what you are seeing in Pennsylvania, and I open this up to 
other panelists as well, as we are seeing this, as the rate increase 
come up, do we find people who find themselves suddenly in a class 
of people who can no longer afford the long-term care health insur- 
ance that they bought early on, and therefore are out of it and now 
are in a class of people who have funded long-term care insurance 
that they never can obtain? 

Mr. Vogelsong. Let me just comment on two things. I think 
there are provisions, new provisions that allow people to go into a 
different class of a policy or transfer within the company. What we 
are starting to see and have started to see a lot of people beginning 
to inquire about dropping their policy because they are severely im- 
pacted because of their high cost of energy, they are on a fixed in- 
come. This is discretionary. They are seeing their heating bills go 
last year from $1,200 to $2,600 a year. They are looking at drop- 
ping their policies. So we will be traveling across the State this fall 
to meet with policyholders to go over a whole host of issues about 
what they can do instead of just totally dropping the policy and re- 
configuring. But I think Bonnie is probably more familiar with the 
NAIC standards in terms of the book of business of the class of 
business and 

Ms. Burns. Yes. In California about 8 or 9 years ago we enacted 
a reform that would allow a policyholder to go to the company and 
negotiate a lower premium, both following a rate increase or when 
their own personal circumstances might mean they would have to 
drop the policy. And so we enacted that reform some time ago. We 
call it buying down the benefits if they have the benefits to buy 
down. If they have a 1- or a 2-year policy, there may not be any- 
where for them to go. The NAIC enacted that same provision with- 
in the last few years. 

But there have been class action lawsuits based on some of these 
increases, and as a result, the settlement in those class actions 
have sometimes allowed consumers to keep benefits equal to the 
premiums that they have paid the company and then lapse their 
policy. And there are some issues around that, but those are two 
ways in which people could retain some residual benefits and ei- 
ther have a lower premium or no premium. 

And so those are some ways to help people who are faced with 
one of those rate increases. 

Mr. Murphy. When States review these insurance rates, my as- 
sumption would be that the States would have looked at long ago 
the anticipation that as people age that they would be more likely 
to use their long-term care insurance. Was there some slipup in the 
States reviewing these rate increases, the rate, the initial rates 10, 
20 years ago that contributed to this? 
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Ms. Burns. I think maybe that assumes some facts not in evi- 
dence, because States have varying authority over rate setting. 
Whether or not they even have the right to review rates, how those 
rates are approved, it varies across the States, and not every State 
has an actuary on their staff or has actuaries who are knowledge- 
able about long-term care insurance. 

Mr. Murphy. You are saying the States may not have that? 

Ms. Burns. And so States may not have those kinds of resources, 
and since we are looking at rate increases on some of these older 
policies, that might have even been more true in the 1980s. 

Mr. Murphy. A few seconds. Dr. Cohen, can you comment on 
this, too, with regard to, as you report some high satisfaction rates, 
but when it comes to some of these issues of rate increases, are 
there some analyses that you know of that 

Mr. Cohen. Well, we looked primarily at claimants but I do want 
to clarify one issue. When long-term care insurance companies 
price policies, they price them to be level funded, meaning that if 
you buy them at age 70, the expectation is that the premium will 
remain level throughout your lifetime. 

So it is not true that the policies are priced or states have slipped 
up and all of a sudden every year the premium goes up. If it turns 
out to be the case that some of the underlying assumptions that 
were made in the pricing of those policies were incorrect and the 
premium is deficient, then a company will come in and ask for a 
rate increase. 

Now, on the issue of empirical research, we haven’t delved into 
that issue very much, but with a number of companies we looked 
at what happened when rate increases were put into effect. One of 
the surprising things, and this may relate to the fact that compa- 
nies are making some offers to individuals, is that few people 
ended up dropping their policies. There was an expectation that if 
you raised the rates, all of a sudden you would have a lot of people 
just not being able to afford it, but I think that there are some 
mechanisms that have already been put in place that enable people 
to keep some level of their coverage. And so you don’t see those 
high lapse rates. 

Mr. Murphy. Thank you. Mr. Chairman, that may be something 
we might want to follow up on in the future. 

No more questions. Thank you. 

Mr. Stupak. We are going to go another round here. I know Ms. 
Schakowsky is trying to come down. She was in a hearing, and she 
is on her way down. But let me ask a couple questions before she 
gets here. 

Ms. Burns, you listened to Dr. Cohen’s testimony and even some 
of the answers to Mr. Shimkus, which I thought were some good 
questions there, that the overwhelming majority of long-term care 
claimants report being satisfied with their policy. 

In light of these findings why should we, Congress, believe that 
consumer protection for this product is an important public policy 
question? 

Ms. Burns. Well, even if only 6 percent are unsatisfied, that is 
a very large number of people across the spectrum of the policies 
that are in force. And I would also like to comment on the satisfac- 
tion — 
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Mr. Stupak. Right. 

Ms. Burns [continuing]. Versus dissatisfaction. Some companies 
are able to explain to people why they are not paying a claim in 
a way that satisfies the person as to why that claim isn’t being 
paid. And in my testimony I identified the six people who have con- 
tacted me very recently, but those are the people whose claims I 
was unable to get the companies to reconsider. That does not in- 
clude all of the people for whom I have been able to resolve their 
particular issue by going to the company and asking them to recon- 
sider their position. 

And much of the dispute around claims is within the details of 
the language of the policy. It is not so simple as 

Mr. Stupak. Right. 

Ms. Burns [continuing]. I get $160 a day or not. It has to do with 
how a company is interpreting the provisions of that particular 
product. 

Mr. Stupak. Sure. And that all states, and not all policies are 
uniform or the same, and you have these market differences. So is 
it market differences, or is there a real failure that you are to pro- 
tect the consumer? 

Ms. Burns. Well, I think that the NAIC model has set some min- 
imum standards 

Mr. Stupak. Right. 

Ms. Burns [continuing]. Which some states haven’t adopted. But 
those are minimums, and some states like ours have gone beyond 
it in certain ways. But there are details within those policies that 
the NAIC model does not deal with, one of which is what is the 
definition of a person’s home. If you have a benefit to pay home 
care, and you are not living in your own home, but you are liv- 
ing — 

Mr. Stupak. Right. 

Ms. Burns [continuing]. In the home of another person, will a 
company pay benefits there? 

Mr. Stupak. OK. Well, like Mr. Bode’s experience when he con- 
tacted the State Insurance Commissioner, it is like in a lot of 
things that we deal with insurance in this Committee, it almost 
seems like it is the quality or the ability of the Insurance Commis- 
sioner Office, every state is a little different, some are appointed, 
some are elected. I know we have the later panel up, but I am sure 
who is driving the regulatory of the insurance industry in that 
state probably has a lot to do with what kind of response you re- 
ceive. 

Ms. Burns. Well, in California our Insurance Commissioner has 
no authority with a disputed claim. If there is a dispute between 
the company and the insured person about the payment of a claim, 
our Commissioner has no authority to make the company pay that 
claim or to even investigate that claim. 

Mr. Stupak. Mr. Dicken, let me ask you this question. You noted 
that the regulation of long-term care insurance is largely the prov- 
ince of the states. How much of a difference do you think that 
HIPAA that I mentioned in my earlier, in my opening statement, 
and the Medicaid Long-Term Care Partnership have had on the 
regulatory standards in these states? 
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In other words, are states following up on it, going through with 
it? 

Mr. Dicken. Sure. At this point most of the new long-term care 
insurance policies sold, probably about 90 percent, are now tax 
qualified with meeting the HIPAA provisions. I think one of the 
newer developments is that many states are now looking into the 
partnership programs, and DRA did require that those require cer- 
tain of the NAIC model standards, including some but not all of the 
standards on rate setting. 

So when we looked at about 24 states that had expressed interest 
in partnership programs, seven of those had not yet adopted some 
of those additional standards that would now be required for part- 
nership policies. 

Mr. Stupak. OK. Well, thanks. Ms. Schakowsky is here and 
ready for questions. Let me turn it to her for questions, please. 

Ms. Schakowsky. Thank you. There is a couple of hearings going 
on at the same time, and that is why I have been dashing from one 
to another. I apologize upfront if the question has already been 
asked, and my staff can then just tell me that. My staff will fill me 
in. 

I wanted to ask Mr. Vogelsong, it is my understanding that some 
companies market door-to-door. Do you allow that in Pennsylvania? 

Mr. Vogelsong. Yes. They are allowed door-to-door, but it is cer- 
tainly discouraged. There are marketing guidelines, but there is 
nothing stopping an agent from making cold calls. 

Ms. Schakowsky. Can you give us an example of a marketing 
regulation that would protect consumers that you do have? 

Mr. Vogelsong. Insurance, an agent that sells insurance needs 
to identify themselves as an agent. They can’t talk about them- 
selves as solely being a certified senior advisor or some other term. 
When they are doing business as an agent they need to identify 
themselves as agents, and I think that is where we certainly run 
into problems. The consumer views them as a kind of a helping 
person and trusted person, but the person is really functioning as 
an insurance agent, trying to 

Ms. Schakowsky. Let me ask Ms. Burns. What do you think 
about door-to-door marketing? 

Ms. Burns. Well, that certainly does go on, as well as what are 
called cold leads. You know, those cards that fall out of a lot of 
publications, if you want more information, send us your name and 
address and somebody will contact you. And that is one way that 
agents get people’s names and addresses and show up at the door. 

Ms. Schakowsky. No. I understand, but I wouldn’t show up at 
the door, but that is because someone has requested that informa- 
tion. There are a number of product lines for the elderly where ac- 
tually door-to-door solicitation, that kind of thing is not allowed, 
and I am wondering if you think, have found any problems with 
door-to-door solicitation of insurance, unsolicited ones. 

Ms. Burns. Oh, yes, and I think most of the states that would 
be true. I think the only place that that is prohibited is in, with 
the new MA plans. 

Ms. Schakowsky. Where it is prohibited? 
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Ms. Burns. With the Medicare Advantage regulations would pro- 
hibit door-to-door solicitation. That doesn’t mean it doesn’t happen, 
because it does happen. 

Ms. Schakowsky. I know. I am trying to understand if you think 
that that is a legitimate way then for long-term care insurance 
companies to sell their product. 

Ms. Burns. No. I don’t. 

Ms. Schakowsky. But Mr. Vogelsong, it is permitted in 

Mr. Vogelsong. There is no prohibition against it. It is, but it 
generally probably wasteful time for an agent because of the ex- 
pense of the product, but you could be assured that if somebody 
does that, they are probably not somebody you want to buy from. 

Ms. Schakowsky. I wanted to ask you, Ms. Burns, is the NAIC 
standard of 30-day right to return with full refund an adequate 
standard in your view? 

Ms. Burns. Yes, it is. I think it needs clarification because often 
the 30 days — an agent will tell a person that the 30 days started 
the day the agent came to their door, when, in fact, the 30 days 
is meant to apply at the time that the person receives their policy 
and is able to review it. So I think there are some improvements 
that could be made in that particular protection. 

Ms. Schakowsky. One more question for you, Ms. Burns. I as- 
sume that you agree that not every person should buy long-term 
care insurance based on their own financial situation, and are we 
doing a good enough job not just in giving consumers information 
on the policies themselves, but why or why not buying a policy may 
be right for them? 

Ms. Burns. Well, I think we could do a lot more on suitability 
standards. The NAIC has a personal worksheet that people are 
supposed to get as part of the solicitation, which is supposed to be 
used to identify people who would not be appropriate purchasers to 
the company. And I think that, while that is a very good effort on 
the part of the NAIC, there is certainly some improvement that 
could be made in how those standards apply, what standards com- 
panies use, and how they enforce that. Because I have certainly 
seen cases in which that personal worksheet was nowhere in the 
papers the person had. They never saw it, never filled it out. I have 
seen cases of people on Medicaid who have been sold a long-term 
care policy and presumably the company should have had a copy 
of that personal worksheet with the data that would have alerted 
them to the fact that they were not an appropriate purchaser. 

Ms. Schakowsky. I see. Thank you very much. Thank you for 
your advocacy. 

Ms. Burns. Thank you. 

Mr. Stupak. Mr. Shimkus, did you have some follow-up ques- 
tions before we move along? 

Mr. Shimkus. Yes. Thank you, Mr. Chairman. 

The, we have already kind of connected the dots based upon the 
jurisdiction debate, and we are involved in HIPAA, which has some 
connections to this debate. We have the long-term care partnership 
through the DRA that connects us to this debate, the NAIC stand- 
ards which follow. We are making an initial assumption that that 
is, NAIC standards help, I think, but in — Mr. Dicken, in your re- 
port on page 35, we note that Texas and New York haven’t fully 
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implemented the NAIC standards, but they have fewer than 100 
complaints in 2006, where my State, Illinois, and Florida have im- 
plemented, and they have over 100 complaints. 

So can you, what do you draw from that analysis? 

Mr. Dicken. Well, I think it is difficult to look at trends in com- 
plaints, that many times complaints in states that there may be 
relatively few on a product line, some that may be fewer than 100, 
some of that was data that we had received and in trying to select 
some of the states to look at at different experiences. 

What we have seen from complaints from five states that were 
able to provide complaints to us was that the overall number of 
complaints fluctuate from year to year, but an increasing share of 
the complaints were focused on some claim settlement issues. I 
think that is consistent with what NAIC found in their data call 
on 23 large insurance companies. 

Mr. Shimkus. And I do think Ms. Burns is correct, too, when we 
try to do just an evaluation based on complaints. We get com- 
plaints all the time. And then people handle that differently. Some 
push it to the max, some people walk away, and some never re- 
spond. But I do know that for the business and industry, testimony 
here, news articles would not be helpful in them selling that prod- 
uct in the future, brand name identification stuff is really key to 
any product, whether it is insurance product or a beverage or 
something. Brand name is important. 

Who wants to speak real briefly, because we talked about edu- 
cation aspects in this with my colleague from Illinois, on this own 
your future aspect and campaign and has it been helpful? 

Mr. Vogelsong. 

Mr. Vogelsong. We are probably in our fifth month of the Own 
Your Future Campaign. Originally I was probably skeptical of this 
a few years ago, but our response has been over 16 percent of the 
people that received the first letter, we are only in the first phase 
of it, ordered the planning tool kit, and we just absolutely think 
that is phenomenal. Prior to when we started the program we 
thought 8 percent would be a success based on what previous 
states experienced. Ohio has seen the same level of success. 

So we are getting the information out and changing some of the 
people’s beliefs about who is going to pay for it, the need to plan, 
and that is not just long-term care insurance. It is just talking to 
family members about some of your preferences, rearranging your 
home or making decisions about where you live. 

Quite frankly, we added $1 million to the thing for a media buy. 
I think it is probably one of the most successful things I have been 
around in the last 15 years that I have been with the government. 

And it is having a double effect. We just in Pittsburgh had a 
long-term educational seminar, and typically we would plan for 
about 100 to 120 people to be there. It was at the Sheraton. We 
had over 450 people attend that session, and I think it was attrib- 
uted to the publicity around the Own Your Future Campaign. 

Mr. Shimkus. And Dr. Cohen, do you want to add, but as you 
respond to that, what do you see in the evolution of people buying 
and having interests and who they are and that. If you want to add 
that. Answer whoever you want to input, but if you would add that 
to your discussion, I would appreciate it. 
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Mr. Cohen. Sure. Thank you. I would like to echo that. When 
we looked over the last 10 to 15 years about what are some of the 
barriers to purchasing long-term care insurance, you always have 
the issue of cost right up there for a lot of people. But then when 
you go beyond that you find out, as I think a number of members 
have already pointed out, that there is confusion about coverages, 
people, we looked, we did a study of non-buyers, and we asked 
them what the cost of long-term care were in their communities. 
And we actually had data and were able to show that they grossly 
underestimated the cost. 

So if you think something is going to be covered, if you think the 
liability isn’t that great, then you are less likely to insure against 
that risk. And I think the Own Your Future Campaign is getting 
objective information into the hands of consumers so that they can 
mark more-informed decisions. And I think it is a great, great ex- 
ample of a really good policy and a good investment. 

With respect to what is happening, I think, in the future, some 
of the most important trends relate to what is happening to the av- 
erage age of buyers, and I think somebody made the observation 
that, in fact, this ought to be part of an investment planning strat- 
egy retirement planning strategy, and I think that is what we are 
seeing. 

Back 15 years ago the average age of a buyer was 69, 70. Now 
it is below age 60. So people are thinking and planning ahead. It 
makes the insurance much more affordable at those ages as well. 

So I think that certainly as the strains on the public financing 
system increase, there is going to be a growing realization for those 
who can afford the policy and for whom it is suitable with respect 
to income and assets, that there is a viable product out there. 

And I think that we are seeing that actually more quickly than 
I might have anticipated, especially the age decline. 

Mr. Shimkus. Thank you very much. I just e-mailed my staff and 
said this Own Your Own Future Campaign might be a good thing 
for us as members to help get the word out and coordinate with 
the area Agencies on Aging and folks to help educate. That is part 
of our role here is to help educate our constituents. 

So thank you. 

Mr. Stupak. Next, Vice-Chair of this Subcommittee, Mr. 
Melancon. Questions, please. 

Mr. Melancon. Thank you, Mr. Chairman. I appreciate it, and 
I apologize for my tardiness. I started off with a fender bender this 
morning, so it is not a good day. But I won’t take it out on anybody. 
I promise you. 

I, and I tell the story of myself, I used to be in the insurance 
business for a little over 20 years, and at one point in my life I de- 
cided I needed to get disability insurance and found out from the 
insurance companies, they told me that your biggest problem is 
that lawyers and doctors abuse it so much that the cost was pro- 
hibitive. 

So the next option was long-term care, at which time I realized 
I really needed to be kind to my children and make sure they put 
me in a home that would take care of me. And I am still continuing 
to be very nice to my children, and I, in fact, am trying to be nice 
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to my grandson right now, too, just in the event that I live longer 
than I expected. 

Healthcare products, and Ms. Burns, maybe you can help me 
with this, I bought my long-term care from a company that does 
life primarily but does, there are some that do life and health. Is 
the long-term care policy a life and health product? Is it required 
that it be sold by a licensed company that is regulated? 

Ms. Burns. Well, I can speak to that for California, and in Cali- 
fornia a long-term care policy is lumped in with other health types 
of products, although some life insurance policies do have what is 
called an accelerated death benefit, which pays for long-term care, 
in which case that would be a life insurance product and regulated 
as such. 

So I don’t know what other states, how those states deal with 
that. 

Mr. Melancon. Then maybe Mr. Dicken might have some 
knowledge of across the board in the country. 

Mr. Dicken. Yes. Certainly states have specific requirements for 
long-term care insurance in many ways. It is a different, unique 
product, having futures both of life, having the long tale, where it 
is many years before people between, starting to buy their coverage 
until they may be taking claims on it. And so there are many spe- 
cific requirements. 

Mr. Melancon. There are variations across the board. 

Mr. Dicken. Yes. 

Mr. Melancon. Mr. Bode, how much has your parents paid in 
their policy before your mother got sick and needed to start 

Mr. Bode. Approximately $72,000. 

Mr. Melancon. And do you remember how many years that 
was? 

Mr. Bode. Gosh, probably at least 20 years. 

Mr. Melancon. Yes. 

Mr. Bode. I can honestly tell you that the premiums that they 
were paying in 2005, when my father was still alive, a month be- 
fore his death, was $319 a month. It rose to $354 a month in Janu- 
ary, 2006, 4 months after his death, and by a year later it was up 
to $442.62, and those represent escalations of 11 percent followed 
by 25 percent for a widow, and that was taking well over half when 
combined with Medicare. Well over half of her income was being 
spent on insurance, and that is why it took the five of us to come 
together financially to help her pay for her stay at assisted living. 

But that was two escalations; 11 percent, followed by 25 percent 
within a 2-year period of time. 

Mr. Melancon. If I remember correctly, mine escalates every 
year to keep up with the inflation costs or the monthly costs in the 
event that I am put into a nursing home and need long-term care. 
And if I remember correctly, there is a clause in there if I don’t 
take it, then that is it. I don’t get to come back and pick up later. 
Do you just, was that also 

Mr. Bode. Well, if you don’t pay the insurance, it is gone. 

Mr. Melancon. No, but I meant, if I don’t opt to pay the esca- 
lated costs, then I lock in, if I remember correctly, I lock in at the 
rate where I last took that escalation clause, and that is it. I 
don’t 
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Mr. Bode. No. There is, as far, to my best knowledge there is no 
agreement to that kind of acceptance of the lower costs without the 
escalation. 

Mr. Melancon. Ms. Burns, maybe you know the answer. Is that, 
in fact 

Ms. Burns. I think what you are talking about is that periodi- 
cally you have the right to increase your daily benefit. 

Mr. Melancon. Every year. 

Ms. Burns. It is an inflation protection. 

Mr. Melancon. Right. 

Ms. Burns. And that is the premium increase that you are being 
charged 

Mr. Melancon. Right. 

Ms. Burns [continuing]. If you exercise it, and then if you don’t 
exercise it a certain number of times, then you lose the right to it 
completely. 

Mr. Melancon. Yes. 

Ms. Burns. So you are only being charged, it sounds like, for the 
increase in the daily costs that you are buying. 

Mr. Melancon. Yes. So that my kids can put me in a nice place. 
And hopefully just won’t leave me there. Yes. 

Ms. Burns. I wanted to just clarify one thing that we talked 
about earlier, and I think it had to do with long-term care services 
and communities and awareness. I would just like to point out to 
all of you that we don’t really have a long-term care system. Every- 
one who needs long-term care constructs their own system out of 
whatever patchwork of services are available in their community. 

And there is a real good, a real big disconnect between the serv- 
ices that are available to people and the way that an insurance 
company describes what they will pay for. So and assisted living 
is probably a pretty good example of that, because assisted living 
is licensed or certified differently across the States, and when an 
insurance company product describes assisted living, they describe 
what they will pay for, which may be very different than what is 
being provided within that State. 

Mr. Melancon. Some policies will give you home care, some poli- 
cies only for nursing home or assisted living. Is that correct? 

Ms. Burns. That is true, but if it is there, if you buy an assisted 
living benefit and you know what you think assisted living means, 
when you get to the point of filing a claim, the company may then 
say to you, well assisted living is a particular facility with a certain 
number of beds, ten beds. I have a case like that right now when 
Genworth, where a person has a policy that pays assisted living 
benefits. She is in a facility in California. Our license begins at six 
beds. So she is getting assisted living under a State-licensed as- 
sisted living facility at, in six beds. And the company won’t pay be- 
cause the facility doesn’t have ten beds. 

So there is a disconnect between were those services available in 
a community and the way they may be described in an insurance 
policy, and no two companies have the same definitions for these 
things. So it is, that is one of the problems with claims is how 
those things are described and what people are getting and what 
they think they bought. 
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Mr. Melancon. What they think they bought is usually the case. 
I keep hearing reference the NAIC, the Insurance Commissioners, 
and I was, as a State Legislator I was in involved in a group called 
NCOIL, and I was just wondering if any of your advocacy groups 
have been involved, because those are the guys, state Legislators, 
that do model legislation to try and get as much across the country, 
state-by-state to adopt. And of course, they get some variances 
when they bring them to each state because of the laws there that 
pertain. 

Has there been any involvement in any of the groups, your group 
or 

Ms. Burns. I actually testified at an NCOIL meeting in Feb- 
ruary, I think, about these issues, and the NAIC sets a minimum 
standard, and it is, from my perspective as an advocate I appre- 
ciate a minimum standard, because I can talk to my state about 
that minimum standard from a national organization. But I want 
the flexibility to be able to go beyond that if I can convince our 
State Legislature that we need to do more or something better than 
what the NAIC did. And, in fact, that is exactly what we have done 
in California. New York has done that; Florida has done that. 

But there are a lot of states that haven’t adopted many provi- 
sions that are in the model. So it isn’t a national model until you 
folks make it one by giving some federal benefit to is. 

Mr. Melancon. I thank you, and I just looked up, Mr. Chairman. 
I apologize. I really ran over my time. Since I have none to yield 
back 

Mr. Stupak. No wonder why they tried to run you over. 

Mr. Melancon. I am operating on Louisiana time today, so I still 
have some more time. 

Mr. Stupak. Mr. Pomeroy, Mr. Shimkus and I were just talking. 
Do you have a question or two of this panel before we dismiss 
them? They were a great panel, and basically you have sat here. 
It is unusual, but since you are from Ways and Means, and you 
have a long history here. I would like to see if you had a question. 

Mr. Pomeroy. I so appreciate the offer, and I might have of the 
next panel. 

I would just observe for this panel, Bonnie Burns, it is great to 
hear your testimony once again. In my time as an Insurance Regu- 
lator I did not meet a consumer advocate that was more technically 
informed than Bonnie Burns. She knows, when she goes to work 
with an insurance company on a claim, she knows the policy better 
than the person probably representing the insurance company. She 
also, though, understands the public policy ramifications of some of 
the way policies are written and some of the way claims are ad- 
justed. So she is just a tremendous resource. 

The way states, I think, learn from one another in regulating in- 
surance is to have some, the kind of leadership that a Californian 
will have under the guidance of advocacy of Bonnie Burns and the 
others. And then the other states evaluate whether they have just 
killed the marketplace or whether it actually works and whether 
the premiums are affordable, and if the market works, well, then 
other states, I think, will be inclined to follow the best practices 
with stronger consumer standards in those states. Maybe the NAIC 
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should then revisit the model as has been referenced in your own 
testimony later. 

Now, in light of the partnership legislation that Mr. Burgess 
talked about earlier, we have put a distinct federal interest out 
there, and so while normally we defer to states with their regula- 
tions, there is certainly precedent for the Federal Government 
through legislation picking up standards that has been developed 
statewide and imposing them nationally. Again, as someone who 
was very involved in this partnership legislation, I want to make 
sure that when we are basically saying Medicaid is going to accept 
higher, we are going to give spend-down relief for long-term care 
insurance, that this long-term care insurance is a completely legiti- 
mate line of coverage, doing what consumers and what the public 
has a right to expect. 

So maybe we should look at whether the standards are high 
enough and whether there are other state examples we ought to in- 
corporate nationally. 

Thank you, Mr. Chairman. I yield back. 

Mr. Stupak. Thank you, Mr. Pomeroy, and thank you to this 
panel on behalf of all of us up here. Thank you. It was a very good 
panel. Thank you for being here, and you are excused. 

I would now call up our second panel of witnesses to come for- 
ward. On our second panel we have the Honorable Sean Dilweg, 
who is the Commissioner of Insurance for the State of Wisconsin, 
and as I mentioned in my opening statement, we worked with a 
number of Senators, and Senator Kohl speaks highly of your work, 
Mr. Dilweg, and asked that you be part of this panel. So we are 
glad to have you here. The Honorable Kevin McCarty, who is the 
Commissioner of Insurance for the State of Florida, is here. The 
Honorable Eric Dinallo, who is the Superintendent of the New York 
State Insurance Department, and the Honorable Mike Kreidler, 
who is the Commissioner of the Office of the Insurance Commis- 
sioner for the State of Washington, a former member of this Com- 
mittee when he served in Congress in the early 1990s. Good to see 
you back, Mike. 

And it is the policy of this subcommittee to take all testimony 
under oath. Please be advised that witnesses have the right under 
the Rules of the House to be advised by counsel during their testi- 
mony. Do any of you gentleman wish to be represented by counsel? 

Everyone is saying, indicating no. So, therefore, I am going to 
ask you to please rise and raise your right hand to take the oath. 

[Witnesses sworn.] 

Mr. Stupak. Witnesses, let the record reflect the witnesses re- 
plied in the affirmative. You are now under oath. We will begin our 
opening statement. Please limit it to 5 minutes. If you have a 
longer statement, we will include it and make it part of the record. 

Mike, since you are the old veteran here, I will let you, we will 
go with you. How is that? We are going to start off with testimony, 
please. 
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STATEMENT OF MIKE KREIDLER, COMMISSIONER, OFFICE OF 

THE INSURANCE COMMISSIONER, STATE OF WASHINGTON 

Mr. Kreidler. Thank you, Mr. Chairman, and the Ranking 
Member, Mr. Shimkus, and Committee members. It is my pleasure 
to be here and to be able to speak to this very important topic. 

I am the elected Insurance Commissioner of the State of Wash- 
ington, not Wisconsin. I don’t want to supercede Sean down the 
row here. 

We learn from the past about long-term care insurance, and in 
the State of Washington we have a long history. Going back to 
1986, when I was a State Senator we wound up passing a long- 
term care insurance act in small part because of the work that the 
NAIC had done at that time and introduced some very important 
consumer protection requirements. 

We thought we were well prepared. We never imagined how 
much the product nor the long-term care industry would change 
over the next 22 years when that legislation was enacted. The de- 
livery system has evolved rather considerably during that period of 
time. 

At the time most people got their health, got their long-term 
care, thought of long-term care, and the policy would cover it in 
skilled nursing homes. It was also going to cover people who were 
going to be very sick and that most people would be, continue to 
be cared through the informal care system of long-term care, which 
is through family members and neighbors and friends that play an 
important part in the informal system. 

We also were not prepared for how much longer people would 
continue to live and also that they would live longer with chronic 
disease. We also saw a rather dramatic increase and change in the 
products that were out or the care delivery system as it evolved 
with assisted living to adult family homes, something that was not 
a part of what we were looking at when we were enacting that leg- 
islation. 

The original long-term care policies were priced based on those 
assumptions. Unfortunately, we found out that that was difficult to 
predict. We are also stuck with that same problem today of know- 
ing what the system will look like 25 to 30 years from now when 
the individuals purchasing today may be accessing their or making 
claims on their long-term care policies. 

There were problems with pricing in the past. When it first 
emerged, we thought not too many consumers would buy it. A lot 
of consumers wound up buying long-term care policies as the prod- 
ucts first came onto the market. Companies and regulators looked 
at assumptions as to how it should be priced, and those assump- 
tions were that not too many people would buy it, that if they 
bought it, they would follow much like a life insurance model that 
they would actually not keep the policies. A number of people 
would surrender them and that meant that not that many would 
wind up using them. Those assumptions were wrong. 

The new long-term care products are priced much more accu- 
rately, and consequently, are much more expensive. We also wres- 
tle with the issue of suitability. Washington State, we were one of 
the early States to be a partnership State back in 1995, and we are 
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in the process of being, renewing our partnership role in the State 
of Washington. 

Behind the push, obviously, to address this issue is the fact that 
consumers are living longer, more people are winding up needing 
long-term care services, and the States are being heavily impacted 
with their Medicaid budgets. Personally, I support partnership and 
giving people more choices. 

Long-term care is an issue for virtually everyone, but there is a 
challenge from many people. In fact, few can really afford long- 
term care insurance, because it is an expensive product. 

How can consumers be protected in the future? Recently we 
adopted the NAIC Model Act, and are in the process of imple- 
menting it currently, but even with those protections it still may 
not be enough because of the difficulty of making predictions as to 
what the long-term care delivery system will look like and how it 
will evolve in the future when you have to look out that far. 

In closing, let me say that we have a crisis with funding. It is 
only going to get worse. Our population is aging, and people are liv- 
ing longer, longer than we had imagined previously, and that trend 
is likely to continue. We are extremely difficult to predict what that 
care will look like in the future. We are weary of looking at long- 
term care insurance to fund all of our long-term care needs. It 
clearly is a part of the solution but only a part of the solution. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Kreidler follows:] 

Statement of Mike Kreidler 
Summary 

The testimony of Washington State Insurance Commissioner Mike Kreidler fo- 
cuses on Washington State’s experience with long-term care insurance regulation 
from 1986 to the present. Washington State developed its own unique set of long- 
term care insurance laws that differed from the National Association of Insurance 
Commissioners’ (NAIC) model laws and yet long-term care insurance policyholders 
in Washington experiences many of the same problems reported by other states. 

Emphasis is given to the problems encountered in regulating a new product with 
no prior experience in establishing the appropriate premium rates for this particular 
line of coverage. In addition, Commissioner Kreidler discusses problems with the 
evolution of the long-term care delivery system, and the failure of certain long-term 
care insurance policies to provide benefits for newer types of long-term care services. 

The type and number of consumer complaints are examined with reference to the 
inter-state cooperation through the NAIC’s multi-state Market Conduct Exam proc- 
ess. The Commissioner also discusses the suitability of sales to certain low-income 
individuals. 

Commissioner Kreidler encourages Congress to learn from Washington State’s ex- 
perience, and not to view private long-term care insurance as the solution to the 
growing problem of government funding of long-term care services. 

Testimony 

Good morning Chairman Stupak, Ranking Member Shimkus, and members of the 
Committee. Thank you for the opportunity to testify today on the issue of whether 
long-term care insurance consumers are protected for the long-term. My name is 
Mike Kreidler, and I am the Insurance Commissioner for the State of Washington 
and a former member of Congress. I am testifying today on behalf of Washington 
State as it is my belief that our experience in regulating long-term care insurance 
and the lessons learned in our state over the past 22 years will be helpful to you 
as you plot the course for future regulation of this product. 

My primary mission as an insurance regulator is consumer protection. It is my 
duty and the duty of my office to make sure that policyholders are treated fairly. 
And if they’re not, we have laws in place to hold the insurance companies account- 
able. At the same time, it is critically important that the insurance companies we 
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oversee remain financially sound in order to pay the claims of the consumers we 
protect. The importance of this crucial oversight can not be understated as this 
Committee focuses on the problems related to the cost of long-term care insurance 
and the impact of rate increases on consumers. 

Washington state’s experiences with long-term care insurance regulation 

In the mid 1980s, Washington State was on the cutting edge of regulating long- 
term care insurance. Our public policymakers recognized that products being mar- 
keted as “Skilled Nursing Facility Insurance” were woefully inadequate and failed 
to provide benefits for custodial long-term care. Consumers often did not realize 
until it was too late, that benefit limitations or “gatekeepers” such as prior hos- 
pitalization clauses and requirements that the benefits were only for “skilled” care 
meant that most claims submitted for custodial services would not be paid under 
those policies. 

As a result of these problems, the Washington State Legislature passed com- 
prehensive laws in 1986 to govern the content and sales practices of long-term care 
insurance products. The laws and rules were adopted a year before the NAIC model 
Act and Rule and although there were similarities between the two sets of laws in 
many areas, there were some differences. In particular, Washington’s laws differed 
in the area of rating requirements and permitted exclusions. At the time our laws 
were developed, they were considered progressive with strong consumer protections. 
We put into place stringent rating requirements and the products and rates were 
reviewed by individuals with expertise in the area of long-term care services and 
the delivery system as they existed in 1986. Exclusions for all mental illnesses, not 
just “organic” brain disorders, were prohibited. Inappropriate sales to low-income in- 
dividuals who were eligible for Medicaid were prohibited. Companies could not con- 
dition the receipt of nursing home care on a three-day prior hospitalization. 

In spite of all of this good work, the public policymakers never imagined how the 
long-term care service delivery system would evolve over the next 22 years and how 
consumers would respond to this relatively new product. In addition, the remarkable 
period of low interest rates of the ‘90s and advances in health care that prolonged 
the life of many seniors all influenced the price of long-term care insurance prod- 
ucts. 

Given the theme of today’s hearing, I’ll address some of the lessons learned in our 
state with the hope that you will learn from our past to inform the future of long- 
term care insurance regulation. 

Premium Price Increases for Long-term Care Insurance: 

The majority of consumer complaints my office receives about long-term care in- 
surance are about the double-digit rate increase they receive on products they pur- 
chased in the late ‘80s and early to mid ‘90s. Consumers who receive these double- 
digit rate increases every few years do not understand how the rate increases could 
be justified. Unfortunately, many can no longer afford the premiums. 

Adding to their frustration, consumers often misunderstand the level of authority 
my office has over long-term care insurance rates. Many believe that my office has 
the authority to either “set rates” or disapprove rate increases even if the rate in- 
crease is justified. When faced with repeat double-digit increases, they do not want 
to hear how rates must be sufficient to ensure the ongoing financial viability of the 
company. 

From the very beginning of long-term care insurance regulation, Washington put 
into place very strong rules governing pricing of these products. The guiding statu- 
tory principle for our rate review authority is that rates may not be “excessive, inad- 
equate, or unfairly discriminatory.” All initial rates and rate changes must be sub- 
mitted to my office and may not be used until they are approved. Unfortunately, 
the first generation of long-term care policies were simply priced too low, and in 
some cases, significantly so. 

Because these products were new to the market, actuaries for companies and the 
actuaries for insurance regulators were forced to make assumptions in setting the 
premiums. They needed to estimate how long people would keep their policies in 
force, what the interest rate of return would be on their reserves, and the future 
cost of long-term care services. And, I can say with regret but confidence that no 
one, neither the companies nor the regulators reviewing the rates got it right. 

With the advantage of hindsight, we’ve learned that people buying long-term care 
insurance bought it for the long-haul. They did not drop their coverage at the fre- 
quency originally estimated by the actuaries. And as people live longer with chronic 
illnesses, they’re also using their benefits at higher rates than anticipated. In addi- 
tion, interest rates on the companies’ reserves dropped to historic lows and stayed 
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there for a long period of time leaving the earned income on the reserves well below 
what was needed. We’re now faced with granting justified rate increases on products 
that were significantly underpriced. 

Although the NAIC model for long-term care insurance has attempted to address 
this area of concern by establishing rate stability requirements, all policymakers- 
state and federal law makers-should be concerned about how vastly different the 
world could be 25 to 30 years from now when the typical 50 year old that purchases 
long-term care insurance requires the services. 

Last year, the Washington State Legislature adopted the NAIC Model Act. My of- 
fice is in the process of adopting the Model Rule for products issued as of January 
2009. It is my hope and belief that the consumer protections and rate stability pro- 
visions in these Model laws will help ensure that consumers are better protected 
against underpriced long-term care products. Unfortunately, we may not know if 
we’ve been successful until 10 to 15 years from now. 

Benefit design and covered services 

In Washington State, we learned another valuable lesson around the area of bene- 
fits or plan designs. The first few generations of long-term care insurance products 
were not designed to modify benefits overtime to keep up with the dynamic changes 
in the delivery system. In fact, because these products are “guaranteed renewable,” 
companies could not modify the benefit structure. Most early generation long-term 
care products provided for nursing facility care and some limited home health care 
services, but they specifically excluded other types of services. The early generation 
products do not cover new delivery systems such as assisted living facilities, adult 
day care centers and other community-based services. Many consumers are not 
aware that the types of services they desire are not eligible for benefits under their 
policies until it is too late. 

Long-term care policies must be flexible enough that the benefits adapt as the de- 
livery system evolves. However, companies will likely charge more for this flexibility 
because it is difficult to rate the unknown. 

Consumer Complaints and Market Oversight 

Washington State has relatively few consumer complaints regarding how claims 
are settled. With the exception of a few companies that have faced financial dif- 
ficulty, most long-term care claims are settled promptly. And most of the complaints 
we receive regarding claim denials are appropriate under the terms of the policy. 

That we’ve received a limited number of complaints regarding claim denials may 
be due in part to the fact that very few claims are ever made in the early years 
of a long-term care policy. Individuals who buy long-term care insurance undergo 
strict health underwriting. This process screens out consumers with chronic ill- 
nesses that may lead to the need for long-term care services. As a result, unless 
there is a sudden and unexpected illness or accident, it is unlikely that the policy- 
holders will require long-term care services for many years after buying their policy. 

Other complaints we receive regarding claim denials deal specifically with a par- 
ticular provider type not being covered under the policy. We hear from consumers 
who are upset that the products they purchased many years ago will not cover new 
types of long-term care services, especially community-based care and alternatives 
to nursing home services. Unfortunately, there is little we can do regarding coverage 
of benefits for the older generation of policies. The insurance contracts cannot be 
modified after the issue date because they are guaranteed renewable. The initial 
pricing assumptions did not take into account the changes in utilization that would 
occur if additional services were provided under the policy. 

Claim payment delays, however, are a serious problem. We deal directly with 
companies on a case-by-case basis to make sure that claims are paid appropriately. 
We also report the information to the NAIC’s complaint database and, if appro- 
priate, to the Market Analysis Working Group (MAWG) for consideration for a pos- 
sible multi-state Market Conduct Examination. 

Suitability of Sales 

There is an old adage among long-term care insurance agents that “long-term care 
insurance is bought, not sold.” In other words, unlike other types of insurance that 
people purchase such as life, auto and homeowners insurance, long-term care insur- 
ance is something that few individuals understand or purchase without persuasion 
by an insurance agent. Many individuals are unaware that Medicare does not pay 
for long-term care services. The role of educating individuals on the financing of 
long-term care services often falls to insurance agents. Although our state mandates 
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specific educational requirements for agents selling long-term care insurance, it is 
important to note that this product needs to be evaluated as part an overall finan- 
cial planning strategy. It is not for everyone. 

From the very early days of long-term care insurance regulation, Washington 
State prohibited the sale of these products to Medicaid-eligible individuals. In addi- 
tion, many affluent individuals tend to consider long-term care insurance as part 
of their estate planning and often utilize other financial products and services to 
fund their long-term care needs. 

These and other factors leave a limited market of middle-class individuals who 
may consider buying long-term care insurance. It is critically important that we 
focus on the suitability of long-term care insurance to fund an individual’s long-term 
care needs. 

In closing, I hope that you will find my perspective useful in evaluating the future 
of private and public financing of long-term care services. Although this product 
may serve the needs of certain individuals, it is not the solution to our long-term 
care funding crisis. 


Mr. Stupak. Thank you, Mr. Kreidler. 

Next from the Honorable Eric Dinallo, Superintendent, New 
York State Insurance Department. Sir, if you would, please. 

STATEMENT OF ERIC DINALLO, SUPERINTENDENT, NEW YORK 
STATE INSURANCE DEPARTMENT 

Mr. Dinallo. Thank you, Mr. Chairman, and Ranking Member 
Shimkus. 

Mr. Stupak. You have to press that button there. 

Mr. Dinallo. I have to press the button, or you don’t hear me 
thanking you. I apologize. 

Mr. Stupak. No problem. 

Mr. Dinallo. I believe that New York has succeeded in its early 
implementation of long-term care insurance. While the product is 
still relatively new and the development continues, I am here to 
discuss some of the elements that we believe contributed to this 
and why continued promotion and expansion is essential and how 
to improve our program. 

The early results, I think, are because of, I would say building 
the product well from the ground up, and that goes to strong con- 
sumer protection. We have, I am going to talk about claims over- 
sight, what we have in called prior approval and a real emphasis 
on solvency and the approval forms process. 

In consumer protection, we have done, I think, a pretty good job 
in the claims payment area. We have three primary tools to over- 
see claims adjudication. First, the Health Department reviews each 
and every partnership claim that is denied, and as the claim vol- 
ume increases in the future, this may not be possible, but for now 
it has been very helpful in keeping everyone sort of on the same 
page and informing us. 

Second, the Insurance Department conducts regular market con- 
duct exams and reviewing the claims practice payment of all the 
insurers. 

Third, the Insurance Department investigates each complaint re- 
ceived from consumers demanding that the insurer remedy any 
problems identified. 

Thus, while we receive some complaints of delayed claims proc- 
essing, the claims have not been widespread, and we have acted to 
remedy any improprieties that we found. 
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The rate setting is probably the most important area. New York 
has prior approval of rates for long-term care insurers and our ac- 
tuaries, which are sort of an oblique and pessimistic bunch, have 
ensured that the rates are not set too high, but also most impor- 
tantly, I think that they are not set too low. I think whenever there 
is someone who comes into a market as a market entrance the 
tendency is always to try to price very, very low, and that leads to 
sort of a death spiral and adverse selection as prices get spiked 
back up. 

It is important when you are selling promises as opposed to sell- 
ing widgets that you price it appropriately at the front end so you 
can ensure for solvency, and I think some of what I heard on the 
earlier panel about difficulty in claims processing, a lot of disagree- 
ments have to do with companies that may have under-priced at 
the beginning, and they are trying to skid out to a better outcome. 
And I think it is really important that States and the actuaries do, 
in fact, not let people price too low as well as too high. 

We monitor the solvency as I said, and our policy forms, we have 
a staff of attorneys that really try to make the policy forms simple 
and consumer friendly. There is always a tendency to want to go 
for universal policy forms across the country, but I think that New 
York has done a good job in keeping them easier for people to un- 
derstand. 

The second big area is promotion of long-term care insurance. 
Again, if you are selling fishing rods, you can sort of sell them and 
then go out of business, and the fishing rod is out there and hope- 
fully it works pretty well and all, but once you are selling a liabil- 
ity, you have to keep people coming into the system. Ponzi Scheme 
is an impolite word, but in a sense if you don’t keep people coming 
into the programs, you are going to have a big problem down the 
line. So New York has invested a lot of resources in having a real 
outreach program. We have, I think that the legislature has put 
about $2 million into us establishing offices in every county of the 
State to conduct individualized counseling to consumers as well as 
public information sessions, and I think that is one of the most im- 
portant aspects. 

Finally, Governor Patterson has recently proposed a law that I 
think would improve our system, and here are the three improve- 
ments in that law. 

It would allow income protection as well as what we already 
have now, which is the total asset protection for New York State 
Partnership Plans. 

Number two, require external appeals for long-term insurance 
claim denials. This would allow third parties who are not employed 
by the long-term care insurer to review claim denials to ensure ob- 
jectivity and compliance with the applicable laws. I heard someone 
say earlier in the panel that in California, I think it might have 
been, they can’t really do anything once there has been an adju- 
dication. Similarly, we could maybe put some emphasis, but we 
need an external appeal process. We have it in other areas. We 
don’t have it in long-term care. 

And finally, require long-term care insurers to comply with the 
Product Pay Law, which requires insurers to pay claims within 45 
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days or deny or pend claims within 30 days and fines that are com- 
mensurate with that. So a fining process around late claims. 

Thank you very much. I have an expert staff sitting behind me 
for any of the difficult questions I saw coming up from the last 
panel. It has been a pleasure. 

[The prepared statement of Mr. Dinallo follows:] 
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services. Because the long term care insurance market is relatively young, however, there is a 
need for strict regulatory oversight that provides strong consumer protections, as well a need to 
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of December 3 1 , 2006, nineteen insurers marketed traditional long term care insurance in New 
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Introduction 

I would like to thank Chairman Stupak, Ranking Member Shimkus and the other 
members of the Subcommittee on Oversight and Investigations of the Committee on Energy and 
Commerce for allowing me to testify today. My name is Eric Dinallo and I am the New York 
Insurance Superintendent. 

New York can provide a model to other states for creating a more stable long term care 
insurance market with robust consumer protections. 

New York strongly supports the use of both traditional long term care insurance and the 
New York State Partnership for Long Term Care Program to help consumers avoid 
impoverishment and to provide a funding source other than Medicaid to pay for expensive long 
term care services. Because the long term care insurance market is relatively young, however, 
there is a need for strict regulatory oversight that provides strong consumer protections, as well 
as a need to promote long term care insurance to increase enrollment. 

New York is a leader in consumer protection. The New York State Insurance 
Department (NYSID) strictly regulates premium rates, solvency and policy forms for both 
Partnership and non-Partnership policies. The New York State Department of Health (NYDOH) 
oversees adjudication of Partnership claims, as well as marketing and the Medicaid aspect of 
Partnership policies. New York has not seen widespread problems in these areas, but increased 
claims activity may bring with it increased problems. New York’s strict regulatory oversight 
attempts to anticipate potential problems to protect consumers as the long term care insurance 
market develops. 

New York also recognizes the need to promote long term care insurance to increase 
enrollment. The New York State Partnership currently will help New York State Medicaid 
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avoid, on average, three nursing home months per policyholder, which would have otherwise 
been the responsibility of the Medicaid program in the absence of the New York State 
Partnership. Increased enrollment will increase Medicaid savings. New York has devoted 
significant resources to promoting use of Partnership policies, establishing offices in every 
county to conduct individualized counseling to consumers, as well as public outreach and 
information sessions. 

Here, let me review the general background of long term care insurance in New York 
State, the basic components of New York State Partnership policies, New York’s regulatory 
oversight of long term care insurance, and various proposals by New York to expand and 
improve long term care insurance. 

I. General Background of Long Term Care Insurance in New York State 

Prior to 1986, long term care insurance was largely non-existent in New York State. 
According to the insurance industry, expensive nursing home stays, home care and similar long 
term care services were uninsurable risks. The New York State legislature, facing a large 
proportion of aging New Yorkers and realizing that Medicaid was the chief financing mechanism 
for long term care services, enacted legislation in 1 986 to encourage the insurance industry to 
write long term care insurance in New York State. Long term care insurance would help 
consumers avoid impoverishment when faced with expensive nursing home and other long term 
care costs, and it would help protect State funds by providing an alternative to Medicaid. 

In the late 1980s, the Robert Wood Johnson Foundation supported the development of the 
model Partnership Program. New York, along with California, Connecticut and Indiana joined 
the demonstration project. In 1993, New York implemented the New York State Partnership for 
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Long Term Care Program. (New York enacted enabling legislation in 1989, but it took four years 
to obtain the requisite federal waivers to amend the state Medicaid plan before implementing the 
Partnership Program). The original Partnership Program allows Partnership insureds to receive 
Medicaid benefits when their Partnership benefits are exhausted, while still retaining all of their 
assets, thereby avoiding the “spend-down” requirements for Medicaid eligibility. In 2005, New 
York allowed long term care insurers to expand products available under the Partnership to 
include other product designs, such as “dollar-for-dollar” asset protection, whereby the insured’s 
assets are protected to the extent of the benefits paid under the Partnership policy. 

Generally, Partnership policies offer more comprehensive benefits, but fewer coverage 
options, in order to protect the viability of the New York State Medicaid program. Non- 
Partnership policies offer a greater variety of insurance coverage options since non-Partnership 
coverage has no guarantee of “spend down” protection upon exhaustion of insurance coverage. 

The New York State Partnership Program differs from the Partnership programs 
implemented recently under the Deficit Reduction Act of 2005. That Act allows the New York 
State Partnership Program to retain its current status as one of the four original Partnership states. 
As such, New York can offer full asset protection under Partnership policies, while the “non- 
grandfathered” states must offer only dollar for dollar asset protection. 

Since non-Partnership and Partnership policies were first authorized, New York State has 
experienced a slow but steady growth in the number of long term care insurers and insureds. As 
of December 3 1 , 2006, nineteen insurers marketed traditional long term care insurance in New 
York State, with nearly 350,000 insureds (Partnership and non-Partnership). Five insurers 
currently sell Partnership long term care insurance in New York. 81,060 policyholders have 
purchased Partnership policies, and there are currently 62,718 active Partnership policyholders. 
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II. New York State Partnership for Long Term Care Insurance 

Under the original Partnership Program implemented in 1993, NYSID promulgated 
regulations establishing minimum benefit standards under the program. The regulations require 
that all Partnership policies provide the following benefits: 

• Coverage of all levels of care in a nursing home. In 1993, the minimum daily benefit 
for care in a nursing home was $100 per day. In 2008, the minimum daily benefit for 
care in a nursing home is $208. 

• Inflation protection must be included so that benefits increase by at least 5%, 
compounded annually, for life. Inflation protection benefits are not mandatory if the 
policy is purchased at age 80 or over. 

• Home care coverage must be provided in an amount that is 50% of the minimum 
required nursing home care benefit. Home care benefits are payable when services 
are provided in the insured's home, in a group setting such as an adult day care center 
or where human assistance is needed to aid the insured in necessary travel, such as to 
a physician's office. The home care benefit must cover skilled nursing care, home 
health care, personal care, adult day care and assisted living care. 

• Respite care must be provided for at least 14 days annually and must be payable at the 
nursing home daily benefit amount. 

« Alternate care benefits must be covered when the insured is in a hospital awaiting the 
availability of nursing home or home care services. Benefit payments must be in the 
amount of the nursing home daily benefit. 

• Waiting periods of more than 100 days are not permitted. 
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The benefits and strict standards are necessary to protect the viability of the New York 
State Medicaid program, which is legally bound to provide benefits on a special eligibility basis 
after the benefits of the Partnership policy are exhausted. 

In 2005, New York State amended its regulations to allow dollar for dollar asset 
protection. This allows Partnership insureds, once the Partnership policy benefits are exhausted, 
to protect assets equal to the dollar amount of the benefits paid under the Partnership policy. The 
2005 amendments also allowed consumers to choose from a greater number of minimum benefit 
standard designs under the Partnership Program (including the original product design), as 
follows: 

• A lifetime maximum nursing home benefit of at least 1 14 or 3 years providing 
coverage of all levels of care in a nursing home of at least $208 per day for 2008, and 
increasing by 5% compounded annually. If the policy is purchased at age 80 or older, the 
5% compound annual increase is optional. The insured must be allowed to substitute 
home care benefits on the basis of two home care days for one nursing home day. Home 
care coverage must be provided in an amount that is 50% of the minimum required 
nursing home care benefit ($104 per day in 2008) and is payable when services are 
provided in the insured’s home, in a group setting such as an adult day care center, or 
where human assistance is needed to aid the insured in necessary travel, such as to a 
physician’s office. The home care benefit must cover skilled nursing care, home health 
care, personal care, adult day care, and assisted living care. 

• A lifetime maximum nursing home benefit of at least 2 or 4 years providing 
coverage of all levels of care in a nursing home of at least $208 per day for 2008, and 
increasing by 5% compounded annually. If the policy is purchased at age 80 or older, the 
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5% compound annual increase is optional. The home care daily benefit amounts must be 
at least $208 for 2008, and increasing by 5% compounded annually. (Note that in these 
policies the home care daily benefit amount is the same as the nursing home amount 
rather than 50% of the nursing home amount as described in the first design). The 
nursing home benefit must provide coverage of all levels of care in a nursing home. 
Assisted living care in a facility must be covered for nursing care, maintenance or 
personal care, therapy services and room and board accommodations. The home care 
benefit must provide coverage for services provided in the insured’s home, in a group 
setting such as an adult day care center, or where human assistance is needed to aid the 
insured in necessary travel, such as to a physician’s office. The home care benefit must 
cover skilled nursing care, home health care, personal care and assisted living care. 

Both of these Partnership policy designs must also provide bed reservation benefits, 
respite care, hospice care, care management and alternate care. Waiting periods for the 1 'A- or 2- 
year design cannot exceed 60 days, and waiting periods for the 3- or 4-year design cannot exceed 
100 days. Certain other optional benefits are available depending on the design chosen. 

Total asset protection from the Medicaid program is only available with Partnership 
policies providing at least 3 or 4 years of benefits. Upon exhaustion of the 3- or 4-year benefit 
design, the insured is able to apply for Medicaid and protect all of their assets. Partnership 
policies providing at least one and a half or two years of benefits offer partial asset protection on 
a dollar-for-dollar basis . 

For the one and a half, two, three and four year designs, income (in excess of certain 
basic income amounts Medicaid allows everyone to keep) must be contributed toward the cost of 
long term care services. 
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III. New York’s Regulation of Long Term Care Insurance 

New York plays a dual role in its oversight of long term care insurance: consumer 
protection and promotion of long term care insurance. 

A. Consumer Protection 

New York’s regulation of long term care insurance provides some of the strongest 
consumer protections in the country. New York performs four main regulatory functions, all of 
which help protect consumers: ( 1 ) claims oversight, (2) prior approval of premium rates, (3) 
ensuring solvency of insurers and (4) prior approval of policy forms and marketing materials. 

I. Claims Oversight 

New York has three main tools to oversee claims adjudication: review of all 
denied Partnership claims, market conduct exams, and response to consumer complaints 
(the latter two apply to both Partnership and non-Partnership insurance). 

NYDOH reviews every claim denied by Partnership insurers. Staff reviews and 
analyzes the denials and, where appropriate, contacts the insured so they understand the 
denial. The New York Partnership Program is then required to link the insured to an 
independent assessor if the denial was based on the health and long term care needs of the 
insured to determine whether the long term care benefits were triggered under the policy. 
(Contractual disputes are handled by NYSID.) This review allows NYDOH a unique 
ability to monitor the long term care insurance market and to become of aware of 
potential coverage and adjudication issues. New York has not seen a great number of 
problems in this area and has been able to resolve problems when they occur. 
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NYSID staff perform market conduct exams on a regular basis and on an “as 
needed” basis. One of the purposes of these market conduct exams is to review the 
claims payment practices of insurers. While our examiners have not found widespread 
issues relating to inappropriate market conduct, they have instances of incomplete 
Explanation of Benefits statements and denial letters, untimely claims denials (sent to 
member beyond 30-day requirement), and failure to maintain documentation relative to 
utilization review determination communications. While recent headlines have brought 
to light improper activity by some long term care insurers, many long term care insurers 
have New York-only subsidiaries, which may have resulted in New York having market 
conduct experience different than other states. 

NYSID also employs examiners who respond to and investigate individual 
complaints from insureds or providers. The issues may include, but are not limited to, 
sales and marketing practices, claims payment concerns, and premium rate matters. 
NYSID received approximately 270 complaints since 2005, but most of the complaints 
did not show inappropriate insurer action. 

2. Prior Approval of Premium Rates 

NYSID approves initial premium rates and rate increases before they go into 
effect. The reviews are conducted by staff actuaries. In reviewing rate submissions, 
NYSID actuaries ensure that the initial premium rate is self supporting based upon 
reasonable actuarial assumptions and generally accepted actuarial principles, and that the 
initial rate be set to reduce the likelihood of future rate increases that could drive away 
healthier policyholders, possibly leading to an anti-selective spiral of deteriorating 
experience that can jeopardize solvency. Likewise, NYSID's strict oversight of premium 
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increases helps ensure that premiums remain relatively stable throughout the life of a 
policy. 

NYSID is concerned that long term care projections are still imprecise. Long 
term care insurance became popular only in the last 1 5 years and credible experience on 
claim frequency and severity is lacking. It is critically important to have industry-based 
data, and the Department is working with the NAIC toward this end. 

3. Solvency 

NYSID reviews solvency to ensure that an insurer is able to pay future claims. 

For benefits to be paid over the very long term, companies must be healthy, so the role of 
the regulator is to strike an appropriate balance between the level of reserves, the 
affordability of coverage, and the amount of profits that can be realized before all benefit 
obligations have been satisfied. 

NYSID periodically reviews the actuarial assumptions and methods underlying 
the reserves and requires that such reserves be actuarially sound based on the general 
criteria developed by NYSID actuaries. These criteria are expected to be adjusted as 
warranted by changing circumstances, such as changes in claims levels or prevailing 
interest rates. 

4. Prior Approval of Policy Forms: Review of Marketing Materials 

NYSID staff attorneys review and approve policy form language to ensure 
compliance with relevant statutes and regulations governing long term care insurance 
before those policies are delivered to insureds. NYSID attorneys also review any 
changes or riders to such policy forms. 
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NYDOH prior approves all materials used by insurers, brokers and agents to 
market Partnership policies to ensure such materials not deceptive or misleading and 
comply with applicable law. NYSID reviews marketing materials during its market 
conduct examination and in response to consumer complaints. 

B. Promotion of Lone Term Care Insurance 

New York expends significant resources to promote innovative products and encourages 
the purchase of long term care insurance as an alternative to sole reliance on Medicaid to meet 
nursing home and other expenses. The New York State Legislature appropriated $1 .75 million 
in 2007-2008 and $1.92 million in 2008-2009 for the New York State Long Term Care Insurance 
and Education' and Outreach Program, a media and outreach campaign coordinated by the New 
York State Partnership Program that conducts regular informational sessions for consumer 
groups, service centers and business groups. In addition, the New York State Office for the 
Aging has established in every county a long term care resource center where consumers can get 
individualized unbiased counseling on long term care insurance. 

In addition to the Partnership program. New York offers a 20% New York State income 
tax credit for premiums paid on federally tax-qualified long term care policies. New York’s 
other proposals for increased enrollment and innovative products are included in the following 
section. 

IV. Proposals for Expanding and Improving Long Term Care Insurance. 

New York has developed various proposals to expand and improve long term care 
insurance. 
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A. Governor’s 2008 Legislative Proposals 

In 2008, Governor Paterson proposed the following legislative initiatives. 

• Allow income protection, as well as asset protection, for New York State 
Partnership plans. 

• Require external appeals for long term care insurance. This would allow third 
parties who are not employed by the long term care insurer to review claims denials to ensure 
objectivity and compliance with applicable laws. 

• Require long term care insurers to comply with New York’s Prompt Pay Law, 
which requires insurers to pay claims within 45 days, or to deny or pend claims within 30 days. 

• Expand the focus of the New York State Long T erm Care Insurance and 
Education and Outreach Program beyond insurance. 

B. NYSID 2005 Report to Governor and Legislature 

In 2005, the New York Legislature commissioned NYSID to prepare a report regarding 
long term care options in New York. As part of that study, NYSID made various 
recommendations to increase consumer knowledge and awareness, allow product choice, and 
encourage the Federal Government to review the Internal Revenue Code. Our specific proposals 
included the following. 

• Increase consumer knowledge and awareness. 

- Intensify consumer education; 

- Encourage consumers to purchase coverage at younger ages; 

- Increase consumer awareness of 20% New York State tax credit. 

• Allow product choice. New York’s current regulatory structure sets minimum 
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standards for long term care insurance contracts and permits carriers to develop a wide range of 
products at a wide range of benefit levels. This flexibility fosters necessary innovation, while 
ensuring adequate consumer protections. 

- Encourage and/or require insurers to offer limited policies (such as nursing 
home only and home care only policies) and to make available products with minimum 
benefit amounts and shortened benefit periods. Care should be given to ensure full 
consumer protections are included in such policies; 

- Encourage or incentivize the development of combined products, such as 
combining long term care policies with disability income coverage or life insurance 
coverage; 

- Stimulate the group long term care insurance market and educate employers; 

• Encourage the Federal Government to review the Internal Revenue Code to create 
further tax incentives for consumers to enroll in long term care policies. 

V. Summary 

New York strongly supports the use of traditional long term care insurance and the New 
York State Partnership for Long Term Care to protect consumers from impoverishment while 
minimizing reliance on Medicaid to pay for long term care services. Because the long term care 
insurance market is relatively young, there is a strong need to protect consumers and promote 
increased enrollment in long term care products. 

New York provides some of the strictest regulation in the country in the following areas 
to protect consumers purchasing long term insurance: (1) claims oversight, (2) prior approval of 
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rates, (3) solvency and (4) prior approval of policy forms and marketing materials. Strong 
regulatory oversight with ensure a stable long term care insurance market. 

New York also expends significant resources to promote the sale of long term care 
insurance. Increased enrollment will increase Medicaid savings. For instance, the New York 
State Partnership currently will help New York State Medicaid avoid, on average, three nursing 
home months per policyholder, which would have otherwise been the responsibility of the 
Medicaid program in the absence of the New York State Partnership. Outreach programs like 
those conducted by the New York State Office for the Aging will help increase sale of long term 
care policies. 

New York can provide a model for other states to create better long term care insurance 
market with robust consumer protections, which can provide greater Medicaid savings. 
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Mr. Stupak. Thank you, and thank you for your testimony. 

The Honorable Kevin McCarty, Commissioner of Insurance, State 
of Florida. Sir, if you would, please, opening statement. 

You have to pull one of those mikes up to you and press that 
green button so we can all hear you. 

STATEMENT OF KEVIN MCCARTY, COMMISSIONER OF 
INSURANCE, STATE OF FLORIDA 

Mr. McCarty. Good afternoon, Mr. Chairman, Ranking Member. 
My name is Kevin McCarty, and I am the Insurance Commissioner 
of the Office of Insurance Regulation for the State of Florida. First 
of all, I want to thank you for the invitation to attend today to ad- 
dress this very important public policy question, long-term care in- 
surance, are consumers protected, in fact, for the long term? 

The short answer in my mind and for the State of Florida is the 
answer is yes. Florida, like other States, has historically experi- 
enced a lot of challenges in regulating this new industry. We have 
responded by implementing what I think is one of the more rig- 
orous regulatory standards to protect our seniors from unfair pric- 
ing, unfair trade practices, and unfair discrimination, while at the 
same time fostering a competitive marketplace. 

Florida, like the nation, has an aging population, which com- 
bined with certain economic indicators has created a greater de- 
mand for long-term care products. These products can be important 
for the financial and the health needs of our citizens, which in 
turn, puts a lot of pressure on policy makers to ensure a viable 
long-term care marketplace and to protect the individual rights of 
our aging population. 

Unfortunately, long-term care insurance was initially under- 
priced in our State and around the country. Our 2003 rating re- 
forms that were adopted in Florida were very much modeled after 
the NAIC regulations, which my colleague from Wisconsin will go 
into much more detail. These initial regulations helped tremen- 
dously in Florida to stabilize the cost of long-term care in our mar- 
ketplace. 

But we still experience significant problems. Our office then con- 
ducted a comprehensive study of the industry in 2005, and 2006, 
with a number of findings, three of which I would like to highlight. 

Consumers with policies that were issued before 2003 had very 
little protections from spiraling and sizable rate increases. 

Number two, there were continued incidences and allegations of 
rescissions of contracts based upon inappropriate use of the fraud 
exceptions to the contestability period. 

And lastly, while Florida had a rate law which required pulling 
within a company, companies could often circumvent that law by 
establishing rating blocks through establishment of affiliate compa- 
nies. 

To address these findings, Florida passed and adopted a sweep- 
ing reform in April of 2006. This bill helped make long-term care 
insurance predictable, affordable, available, and more marketable. 
These reforms exceeded the standards contained in the NAIC 
model regulation. As Ms. Burns established in many cases those 
are the minimum standards. 
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The legislation requires that any contestability period in a policy 
that is being sold in Florida could be no longer than 2 years. After 
that 2-year period the policy can be canceled only for non-payment 
of premium. This protects Floridians from any post-event under- 
writing. 

In addition, under the 2006 reforms insurers must pull the expe- 
rience of all affiliated companies, not just experience with an indi- 
vidual company. This reduces the development of death spirals 
within the affiliates. Death spirals is when blocks of businesses are 
closed and the experience deteriorates, the healthy people leave, 
the loss ratio continues to go up, and it causes more and more rate 
increases. 

Florida continues to work with other States in combination to ad- 
dress market conduct issues on a multi-State level. A targeted ex- 
amination of Bankers’ Life and Conseco Senior was led by the 
State of Pennsylvania and joined by a number of States, including 
Florida. The focus of the examination was complaint handling and 
claims handling. In the case of Bankers, looked into their inappro- 
priate marketing activities. After extensive negotiations regarding 
these, the companies agreed to a corrective action plan, imple- 
menting changes to the companies’ claim handling practices and 
standards to ensure that they pay timely, appropriately, and con- 
sistent with State laws, rules, and regulations. 

They also agreed to establish a compliance plan for marketing 
activities to ensure that producers comply with appropriate stand- 
ards of the law. 

You can get a complete summary of the findings and findings in 
the agreements as part of my written testimony. 

In conclusion, Florida is not unique in dealing with the changing 
demographics. The population of the United States is aging, and 
health costs are increasing. We all know that. Florida will continue 
to be a national leader and help in developing standards to protect 
our seniors and to guarantee that consumers long-term care insur- 
ance does protect them, in fact, for the long term. 

Thank you, Mr. Chairman and members. 

[The prepared statement of Mr. McCarty follows:] 
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Good afternoon Chairman Stupak and Ranking Member Shimkus. My name is Kevin 
McCarty, and I am the Insurance Commissioner for the Florida Office of Insurance 
Regulation (Office). Thank you for the invitation to appear before you today to discuss 
important issues affecting our seniors and the role of long term care insurance. Having 
one of the oldest populations in the United States, Florida policymakers have 
implemented the most stringent requirements in the nation to protect seniors from unfair 
rate increases, unfair trade practices, and discrimination. 

Background 

Uncertain economic times combined with an aging population have created a greater 
demand for Long Term Care Insurance (LTCI). These products can be important for the 
financial and health needs of seniors, which in turn, has put pressure on policymakers to 
ensure a viable long term care insurance marketplace, and to protect the rights of seniors. 

Florida has almost 18 million citizens, and over 4 million are age 60 and older -prime 
candidates for long term care insurance policies. Moreover, during the last 10 years, the 
number of persons over 85 has been the fastest growing age group. This growth is 
significant for policymakers and planners as the over 85 age group are four times more 
likely to need health care services or some type of long term care. 

Florida currently has nearly half a million (500,000) people with long term care coverage, 
and currently 43 companies are marketing and selling some type of long-term care 
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insurance in our state. The term “long term care insurance” is used broadly and includes 
facility care and non-facility care (i.e. home health care), or comprehensive, which 
includes both, or accelerated death benefit riders attached to life insurance policies. In 
2007, consumers paid approximately $685 million, for an average annual premium of 
$1,370 per person. Despite these impressive numbers, approximately 88 percent of 
Florida’s over-age-60 population does not have any type of long term care insurance 
coverage. 

Rate Stabilization Reforms in 2003 

Long Term Care Insurance is a relatively new product, and unfortunately, was initially 
underpriced by insurance carriers in Florida. The market in the 1 990s was characterized 
by rate increases that many policyholders could not afford. Florida regulators have 
worked vigorously to revise the pricing structures to make these products viable and 
suitable to Florida’s elderly population. To prevent a continuation of sizeable rate 
increases, and to mitigate the need for future rate increases for LTC policyholders, 
Florida adopted higher rate stabilization standards consistent with the national model (the 
Long-Term Care Insurance Model Regulation of the National Association of Insurance 
Commissioners (NAIC)) to require improved pricing in February, 2003. 

These new standards required greater disclosure to the consumer, including the provision 
of a ten-year rate increase history, an assurance that rates are sufficient to pay anticipated 
costs under moderately adverse experience, and a further assurance that rates are 
reasonable to sustain the coverage during the life of the policyholder. The changes also 
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required the company to establish standards for the suitability of the product to meet 
consumer's needs, and required stricter actuarial standards for the company. 

One feature of the 2003 changes was to address rate increases and so-called “death 
spirals” that had been observed in the market place. The Act enhanced rate pooling by 
defining similar benefits and articulating limits on the relationship between the new 
business and renewal rates, which helped reduce death spirals. Older products that had 
poor experience (more claims), were given greater rate increases. Healthy individuals in 
these blocks switched to newer products, while the uninsurable could not receive new 
policies as they could not meet underwriting standards. With the block becoming 
increasingly populated with “sick” individuals, this in turn created a higher percentage of 
claims, new rate increases, and ultimately a “death spiral.” The enhancements regarding 
pooling helped reduce that effect. 

The 2003 rate stabilization standards only pertained to new business. Under the 
standards, future rate increases must return at least 85 percent of the increase in the form 
of benefits to the consumer. To further minimize future rate adjustments, the company 
must analyze the cause of its pricing problems, and overhaul company practices rather 
than simply raise rates. 

Also in accordance with Florida’s law, if the proposed rate increases would result in a 
significant number of policyholders terminating their coverage, the rate increase must 
undergo a more rigorous analysis by the Florida Office of Insurance Regulation. If the 
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Office determines the rate increase is due to a company’s practice in persistently filing 
inadequate rates, the Office may require the company to replace the coverage with other 
coverage available within the company or through one of the company’s affiliates. The 
Office may also order a company to cease selling new business for up to five years. 

Florida now provides additional contingent nonforfeiture benefits for limited pay LTCI 
plans that are more stringent than the NAIC model law. This revision recognized the 
impact of the greater amounts of premiums received in early policy years and provided 
significantly higher nonforfeiture benefits than the option that applies to lifetime pay 
plans. Insurers in Florida are required to offer a paid-up policy option should the policy 
lapse or the policyholder is unable to pay for additional rate increases. 

Public Hearings and 2006 Reforms 

While the 2003 rating reforms did help stabilize the long term care insurance market in 
Florida, the Office continued to study this marketplace and conducted a comprehensive 
long term care insurance research project, issuing a report in August, 2005. In the first 
phase of the research, the Office analyzed the long term care market on a national level 
with particular focus on issues specific to Florida. This overview was augmented by a 
series of public hearings designed to elicit alternative points of view, and to suggest 
methods to improve the efficacy of the long term care market in Florida. Some of the 
main findings of the report include: 
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• Consumers with policies issued before the 2003 reforms had minimal 
protection against sizeable rate increases; 

• Allegations of rescissions based on inappropriate use of fraud exceptions due 
to a lack of mandated contestability limits; 

• The continued and growing pressure that long term care expenditures were 
placing on state budgets; 

• Initiatives taken by other states to address fiscal pressure on states’ budgets; 

• Alternative financing mechanisms available in addition to Medicaid and long 
term care insurance. 

The Office also analyzed consumer complaints collected by the Florida Department of 
Financial Services (DFS). The primary complaints expressed by Florida policyholders of 
long term care insurance products included: the size and frequency of premium increases; 
the complexity of the products and difficulty in comparing products; the products did not 
meet the needs of policyholders; and finally, policy rescissions. 

The Office completed phase II of the project, “Expanding the Vision: Long Term Care 
Insurance in Florida” in April 2006. This report focused on recommendations to achieve 
rate stability in the Florida long term care marketplace. Both project reports may be 
viewed on our website at www.floir.com/press/reDorts . 

To address these findings, Florida lawmakers approved a comprehensive senior 
protection bill in April 2006 that provided marketplace reforms to make LTCI more 
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affordable, available, and marketable. These legislative reforms unanimously passed in 
the Florida House of Representatives and the Florida Senate, and were signed by the 
Governor. These reforms exceed the standards contained in the existing NAIC model 
regulation. 

In addition to providing for the establishment of a Long Term Care Partnership, the 
legislation required that any contestability period in a policy can be no longer than two 
years. Thus, insurers must challenge any statements by the insured within two years of 
policy issuance. After two years, the policy can only be cancelled for nonpayment of 
premium. This protects Floridians from the practice of “post-claims underwriting.” Post- 
claims underwriting occurs when insurers accept the statements of the insureds, but only 
review these statements following a claim. If the company can prove an inaccuracy in 
the application, it can rescind the policy, leaving the insured without any coverage. 

This legislation requires long term care insurers not to charge existing policyholders more 
than it charges new policyholders for the same benefits. Thus, if the company is currently 
selling long term care insurance the premium for existing customers is capped by the 
rates it charges its new customers. The legislation also sets an upper limit on rates a 
company can charge for LTCI coverage if it is not currently selling new business, based 
on the prevailing new business rate in Florida. 

These reforms eliminated a requirement that LTCI policies in Florida provide coverage 
for a minimum of 24 consecutive months of nursing home care. This allows a company 
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to sell a shorter term policy at a lower premium, thus making coverage more affordable 
for some seniors, and providing additional long term care options. 

In seeking rate approvals, the companies must pool the experience of all affiliated 
companies (not merely experience within the same company). This limits the ability of 
an insurance group to move business among its various companies to optimize potential 
rate increases by separating profitable and non-profitable blocks of business. This 
reduces death spirals within affiliates, not simply within companies. 

Rate Review Process 

In Florida, all initial and proposed rate increases for long term care insurance must be 
filed for review and approved prior to use. Every rate filing for LTCI is reviewed and 
approved by the Chief Actuary of the Life & Health Product Review Unit (LHPR). In 
addition, Florida requires an annual rate certification by actuaries of the long term care 
insurer whether or not a rate change is needed. Consequently, the Office reviews all in- 
force and new business rates on an annual basis. 

The rate review of existing policies is governed by the Florida Administrative Code. 
These requirements include premiums that are (1) reasonable in relation to the benefits 
provided by the policy, and that are (2) not excessive, inadequate or unfairly 
discriminatory. These standards are measured by “future” and “lifetime” tests of Actual 
to Expected experience. 
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If the Office determines there has been a violation of law, LHPR may withdraw approval 
of existing policy forms, require the company to cease new sales of certain forms, require 
benefit changes, premium refunds, disapprove a filing, or a combination. 

To further ensure suitability and to allow the Office to monitor the LTCI market in 
Florida, all Insurers are required to submit the following forms to our Market 
Investigations Unit each year: 

• Rescission Reporting Form by March 1 st (Appendix A) 

• Claims Denial Reporting Form by June 30 ,h (Appendix E) 

• LTCI Replacement and Lapse Reporting Form by June 30 lh (Appendix J) 

These filings are reviewed and scrutinized to find any patterns or trends in possible post 
claim underwriting, excessive claim denials and issues pertaining to replacement and 
lapses of policies. 

I am happy to report that our legislative reforms have had a positive impact. In calendar 
year 2004, the most common reason for complaints in the Florida LTCI market was due 
to rate increases. In calendar year 2005, the most common reason for complaints had 
changed to claim handling delays. In calendar years 2006 and 2007, claim handling 
delays and claim denials were the most common complaints, respectively. (See Appendix 
A) 

In addition to legislative reforms, Florida has also overhauled and improved its oversight 
of the industry. Florida collects information from companies about claims submitted 
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through a review of complaints filed with C’S, MI and data calls. The data is analyzed to 
reflect specific trends and patterns that may indicate potential violations of the Florida 
Insurance Code, which often result in on-site target investigations or examinations of 
companies. Complaint data is collected by product type, complaint type and disposition. 
Reports can be generated to track any trends and patterns in types of products that may 
indicate misleading or discriminatory practices. The Business Units within the Office, 
which include Life and Health Product Review, Market Investigations and Legal 
Services, collaborate on non-compliance issues through the investigation and settlement 
process. 

Solvency 

Florida also has some of the most comprehensive solvency laws in the country, which are 
consistent with, and even exceed, standards established by the NAIC. Consequently, 
there have been no insolvencies in the Florida domestic long term care insurance market 
in the last decade. For a more comprehensive summary of Florida’s solvency 
requirements see Appendix B. 

The Office continues to not only monitor long term care insurance writers in Florida, but 
also to work with other states to address issues on a multi-state level. Pursuant to a 
request of this committee, I have included a summary of the recently completed multi- 
state examination of Bankers Life & Casualty Insurance Company and Conseco Senior 
Health Insurance Company. (See Appendix C) 
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Conclusion 

Florida is not unique in its changing demographics. The population in the United States 
is aging, which combined with recent economic difficulties, has made long term care 
insurance even more important for seniors. Florida will continue to be a national leader 
in developing standards to protect its citizens and guarantee that consumers’ long term 
care insurance does in fact protect them in the long-term. It is essential that we protect 
our citizens from unfair pricing, unfair trade practices, and discrimination while at the 
same time providing productive oversight of the industry to maintain a viable and stable 
long term insurance marketplace. 
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— Appendix A — 
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-- Appendix B — 

Overview of LTCI Solvency Requirements in Florida 

Insurance companies authorized to underwrite long term care business as well as other 
types of health insurance products in Florida are required by statute to meet the National 
Association of Insurance Commissioners (NAIC) Risk Based Capital (RBC) ratio 
standards as well as Florida specific minimum capital and surplus requirements. 

In addition, life and health insurance companies are required by Florida Statute to 
maintain a capital and surplus level equal to the greater amount of $1 .5 million or 4 % of 
total liabilities plus 6% of liabilities relative to health insurance. Both regulatory capital 
and surplus solvency standards are applied to domestic, foreign and alien life and health 
insurance companies authorized in Florida. Florida’s Long Term Care Insurance 
solvency standards have been successful in recent years as evidenced by the fact there 
have been no insolvencies of Florida domestic long term care insurance companies in our 
state within the last decade. 
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— Appendix C — 

Market Investigation update on: 


Bankers Life & Casualty Insurance Company 
and 

Conseco Senior Health Insurance Company 


Under the leadership of Pennsylvania with the active involvement of Florida, Illinois, 
Indiana and Texas a multi-state targeted market conduct examination was called on April 
10, 2007 to review two Conseco, Inc, subsidiaries providing long term care coverage: 
Bankers Life & Casualty Insurance Company and Conseco Senior Health Insurance 
Company. 

The National Association of Insurance Commissioners’ (NAIC) Market Analysis 
Working Group coordinated the examination, which was conducted on behalf of 39 
participating states. The onsite examination of Bankers Life & Casualty Insurance 
Company was conducted in Chicago, Illinois simultaneously with the onsite examination 
of Conseco Senior Health Insurance Company in Carmel, Indiana. 

The examinations focused on areas of Complaint Handling and Long Term Care (LTC) 
and Home Health Care (HHC) Claim Handling. Since Conseco Senior Health Insurance 
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Company no longer writes new business, the focus on marketing and sales activities was 
restricted to Bankers Life & Casualty Insurance Company. The examination included a 
review of company activities in all states, with the Lead States of Pennsylvania, Florida, 
Illinois, Indiana, and Texas overseeing the daily examination activities. 

The companies self-reported a number of issues that had been identified prior to the 
initiation of the examinations through complaints, internal audits and other state market 
conduct examinations. 

Based on the companies’ self-reporting, prior market conduct examination reports and the 
large population of policyholder files identified, the examiners utilized a random 
sampling to select the files reviewed for the examinations. The examinations included 
two phases of complaint handling review. Phase I included analysis of electronic 
complaint data and Phase II consisted of reviewing a random sample of written 
complaints. 

While there were claim issues identified, the companies generally had adequate 
procedures for claims handling. The predominant areas of concern revealed during the 
examinations were found in the areas of timelines of claims adjudication, processes for 
handling claims, and marketing and sales. 

The Chief Compliance Officer for Bankers Life & Casualty Company (W. Mark 
Johnson) responded to examination findings by stating that: 
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like you and your colleagues, we believe market conduct 
examinations serve a useful purpose by identifying areas in the manner in 
which insurance companies do business that can be improved. In this 
instance, we believe that the examiners have identified certain areas of the 
Company’s claim, complaint handling, and marketing processes that can 
be improved. We are committed to investing the necessary resources to 
bring about that improvement.” 

Shortly thereafter, the Lead Regulators engaged the companies in discussions 
with respect to concerns raised by the multistate examinations, and the development of a 
plan of corrective actions to address those concerns for the benefit of current and former 
policyholders and insureds. 

After extensive discussions regarding the mechanics of implementation, the companies 
agreed to a plan of corrective action addressing: 

a. Implementation of changes to the companies’ claims and complaint 
handling procedures and standards to ensure that they are timely, 
appropriate and that they are otherwise compliant with applicable state 
laws; and 

b. Establishment of a compliance plan for marketing activities of Bankers 
Life to ensure that its producers comply with applicable state laws and 
regulations. 
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On March 30, 2008 Bankers Life & Casualty Insurance Company and Conseco Senior 
Health Insurance Company entered into a Regulatory Settlement Agreement with the 
Lead States of Pennsylvania, Florida, Illinois, Indiana, and Texas and the insurance 
regulators of each of the remaining states and the District of Columbia that agreed to 
adopt the agreement. 

On May 7, 2008 Pennsylvania’s Acting Commissioner Joel Ario announced 40 states had 
signed on to the Regulatory Settlement Agreement. 

The settlement resulted in: 

• S2.3M penalty (Florida’s portion was $355,000) 

• $4M minimum set aside for initial restitution 

• $26M improvement in systems and operations 

• $10M backend penalty for noncompliance 

• Claims Re-adjudication Process - for calendar years (2005-2007) 

Additionally, under the settlement agreement the companies will provide to the Lead 
Regulators quarterly reports on the implementation of corrective actions to address 
achievement of benchmarks, including, with respect to Conseco Senior, the number of 
claims readjudicated, the number of claims for which restitution was found to be 
appropriate, the amount of restitution paid and any other going forward information or 
documents deemed necessary by the Lead Regulators. 
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Conseco is expending approximately $26 million in systems enhancements, including 
contracting with an independent third party administrator, the Long Term Care Group, 
Inc., to substantially improve claims and complaint handling practices. Under the 
contract the Long Term Care Group will assume responsibility for the customer call 
center and the processing of continuing claims and other transactions for long term care 
policies in force. Conseco employees currently performing these functions will become 
employees of LTCG. 

We are optimistic that this multistate collaborative effort will benefit consumers, and 
greatly enhance both the continuity and timeliness of Conseco’s adjudication of long term 
care claims. 

It is a challenge to stay current on the changes in the industry, while ensuring consumer 
protections without stifling innovation and competition. It is important to be responsive 
to change without relaxing our standards and to maintain our statutory required review of 
all rate increases for approval prior to use. 


18 



156 


Mr. Stupak. Thank you, and next the Honorable Sean Dilweg 
from the State of Wisconsin, and as I said earlier, Senator Kohl 
had asked that you be part of this panel. We have been working 
closely with the Senate, and we are taking the lead on these hear- 
ings, but we work closely with them. They highly recommended you 
and look forward to your testimony. 

STATEMENT OF SEAN DILWEG, COMMISSIONER OF 
INSURANCE, STATE OF WISCONSIN 

Mr. Dilweg. Thank you, Chairman Stupak. I have spent a num- 
ber of winters in your district skiing, so I do see your district often. 
Thank you Ranking Member Shimkus and Congressman Pomeroy 
for being here. 

I am testifying before you today on behalf of the National Asso- 
ciation of Insurance Commissioners in my role with NAIC, not just 
a Commissioner from the State of Wisconsin, but as Chairman of 
the Senior Issues Task Force I interact a lot with my Senator Herb 
Kohl and am very happy to be here to talk today. 

The primary objective of insurance regulators is to protect the 
consumers of all lines of insurance, including long-term care insur- 
ance and to ensure that the markets function appropriately and ef- 
ficiently. Today I will highlight how the regulation of long-term in- 
surance has evolved over the past 20 years, which has been 
touched on by some of my fellow Commissioners, the NAIC’s role 
in this process, the role of the Federal Government, and what we 
are seeing for the future in regulating this market. 

I submitted lengthy written testimony that I know my staff, 
Gunther Rockowasso, worked closely with Mr. Pomeroy 18 years 
ago, worked on extensively. So I have him here for backup. 

As you know, long-term care insurance began as a supplement 
to limit nursing home benefits provided under Medicare. So it is 
relatively unique. Industry came to us as we looked at regulating 
it as a stand-alone insurance policy. Regulators currently are in a 
position of having to react to decisions consumers and industry 
made 15 years ago while also facing the challenge of ensuring poli- 
cies purchased today provide meaningful coverage over the next 20 
years. 

Looking back to the ’70s and ’80s, there was much concern about 
health insurance sales to elderly, including the sale of long-term 
care insurance. Many policies were sold to seniors through agents 
using high-pressure sales tactics, either endorsed or ignored by 
their insurance companies. 

Mr. Stupak. You may want to wait a minute here. There are 
about three or four bells. 

Mr. Dilweg. Def-com. 

Mr. Stupak. There you go. It is not quite that bad. 

Mr. Dilweg. Just let me know. So many of the premiums 
charged for these early policies were inappropriately low to make 
the initial sale more affordable. Unfortunately, these low initial 
premiums resulted in substantial premium increases to policies in 
later years exactly at the time they needed coverage the most. 

During the debates at NAIC, the insurance industry argued that 
initial premiums for these earlier policies were based on the best 
assumptions available at the time in a very new market. Some reg- 
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ulators, however, warned industry that some of their assumptions 
were not realistic. We argued that companies charged low initial 
premiums to build their books of business while fully expecting to 
raise future premiums when claim activity we expected to increase. 

The result of this practice years later has given rise to several 
regulatory concerns. First with initial premiums priced low, the 
suitability of some of the sales was called into question. Regulators 
concerned with these low initial premiums masked the affordability 
of these products for many consumers. We questioned whether suit- 
ability was even part of the marketing and sales process. 

Second, insurers overestimated the lapse rate in developing the 
initial premiums. This means more people kept their policies than 
anticipated. 

Finally, this practice has resulted in a solvency issue for some 
companies, especially those whose only business was long-term 
care insurance. Some insurers have experienced negative financial 
results so that State regulators financial staff has become involved 
with the companies. 

Consequently, the number of insurers writing long-term care in- 
surance has decreased over the last several years. There are fewer 
long-term care insurers today than there were 10 years ago. That 
is because the demand for long-term care insurance is not as antici- 
pated in the early years of the product. 

Over the years the NAIC sought several revisions to the rate sta- 
bility provisions to what we have today. In the early ’90s in re- 
sponse to increasing premiums we actually developed a rate cap. 
They gave a specific hard cap that companies had to abide by. This 
was a model proposed but not adopted by State Legislatures 
throughout the country. 

Today a long-term care insurer is required to include an actuary 
certification in its initial rate filing, certifying that rates are not ex- 
pected to increase over the life of the policy under moderately-ad- 
verse conditions. This is a back and forth between the actuaries at 
the, at my staff and my staffs throughout the country and the com- 
panies. 

Should an insurer increase its rates under this regulatory struc- 
ture, the rate increase must meet an 85 percent loss ratio, and the 
initial rates must meet a 58 percent loss ratio. Until the insurer 
files a rate increase, there are no loss ratio requirements for these 
products. 

In addition, the insurer is required to provide disclosures to its 
customer on its rate history. 

Under this new rate stability structure that many of the new 
long-term care insurance polices are written under, it is too early 
to know whether it will adequately address the problems associated 
with inadequate initial premiums. But I am confident it will go a 
long way in addressing problems and enforcing insurers to change 
inadequate first year premiums. 

One of the major concerns State Regulators have had about this 
product was its suitability. Bonnie Burns spoke to some of that ear- 
lier. Therefore, the NAIC adopted suitability standards as a part 
of its Model Act and regulation. These requirements developed in 
conjunction with consumer advocates and industry resulted in a 
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suitability process that helps ensure long-term care insurance sales 
were, in fact, suitable. 

For example, the standards require that all long-term care insur- 
ers develop their own suitability. 

NAIC long-term care insurance models also provide a number of 
valuable consumer protections unique to this type of policy. They 
include an unintentional lapse provision, the offer of inflation pro- 
tection, and a requirement that ensures provide a contingent, non- 
forfeiture benefit to those policies, to those policyholders who did 
not purchase it. These are just some of the examples that I have 
outlined more extensively in my written testimony on how we have 
responded to issues in the long-term care insurance market. 

Many of the States have adopted key provisions of these models. 
Some of the States use the models verbatim. When we look 
throughout the States, we have 49 that use some of, some version 
of NAIC’s long-term care insurance models. With the recent activ- 
ity in the New York Times and from Senator Grassley and others, 
we decided to also move forward with a data call that pulled in 80 
percent of the market looking at 23 long-term care insurers. We did 
a 58-point data call that found very similar to Dr. Cohen, but al- 
though claims in raw numbers had grown, they were not claims for 
problems. They were not statistically significant at the time. 

But in looking at the claims issues that we have been con- 
fronting, at the NAIC Senior Issues Task Force we are moving 
ahead with examining an external independent review requirement 
to look at the triggers that triggers these claims and will be work- 
ing through that issue over the next 6 months. The decision of an 
independent review organization would be finding on the insurer 
and the claimant. Currently claimants who believe their claims 
have been unjustly denied have the recourse of filing a grievance 
with their insurer. The independent review feature would give 
claimants another independent resource in solving their claim 
problems. 

Other ideas to look at would be a basket of benefits that could 
be looked at across all insurance companies or looking at a com- 
monality of terms so that consumers could compare products in a 
more thoughtful manner. 

There is also, as spoken before, the Partnership Program and 
HIPAA model that should examine some of the new NAIC models. 
Some of the rate stability models that we have have not been 
adopted under the Partnership Program through the DRA. So I 
would encourage that we examine that at a federal level. 

Chairman Stupak, Ranking Member Shimkus, and members of 
the Subcommittee and Congressman Pomeroy, I appreciate testi- 
fying before you this morning, and I look forward to responding to 
any of your questions, and as always, we are a resource here for 
you as well. 

[The prepared statement of Mr. Dilweg follows:] 
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Since its entry into the marketplace in the 1980s, long-term care insurance has proved to be a 
challenging product to regulate. Because 15 to 20 years often elapse between the purchase of a 
policy and the onset of claims and the cost, nature, and delivery of long-term care services are 
constantly evolving, it has been a challenge for state regulators to ensure that policies are priced 
appropriately and that the benefits remain meaningful over the life of the policy. 

Over the years, state regulators have been working hard to ensure that a viable long-term care 
insurance market exists in their respective states, with regulations for premium stability, benefits 
that are paid according to the insurance contract in a timely and accurate manner and sales that 
inform the consumer about the product and are suitable. As problems arise, we have taken steps 
to correct them and prevent them from occurring in the future. We are hopeful that recent 
changes to the NAIC models giving policyholders the opportunity to add coverage for new 
services and providers as they become available will result in the flexibility that will allow long- 
term care insurance to adapt to changes in long-term care services and the settings in which they 
are provided. Similarly, we believe that the changes made to the loss ratio, rate stability and 
disclosure standards have helped stabilize future premiums, though several years of experience 
under this structure will be required before we know whether further adjustments will be 
required. As additional challenges arise, we will continue to work to ensure that consumers are 
protected and that the market functions well. 

One step that Congress could take would be to work with the NAIC to update the standards for 
tax qualified long-term policies and incorporate some of the latest consumer protections in the 
NAIC models, including contingent nonforfeiture benefits, policy disclosures, producer training 
requirements, and the mandatory offering of coverage of new services and providers. We would 
also encourage the Department of Health and Human Services to work with the NAIC in 
determining whether recent changes to the NAIC models are appropriate, under the DRA, to 
incorporate for qualified partnership policies. For example, the NAIC is working on independent 
external review standards for long-term care insurance and would encourage HHS, once they are 
adopted by the NAIC, to include this consumer protection for partnership policies. 

Because the long-term care insurance market continues to change, state regulators, individually 
and through the NAIC, have made and will continue to make periodic adjustments to the model 
act and regulation, as we have done for many years. To ensure that future changes are 
incorporated in federal standards, Congress might consider allowing the relevant executive 
branch agency to update them in consultation with the NAIC, as it did for partnership plans in the 
DRA. 
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Good morning Chairman Stupak, Ranking Member Shimkus, and members of the 
Committee. Thank you for the opportunity to testify this morning concerning the 
regulation of long-term care insurance. My name is Sean Dilweg, and I am the Insurance 
Commissioner for the State of Wisconsin and the Chair of the National Association of 
Insurance Commissioners’ (NAIC) Senior Issues Task Force. I am testifying this 
morning on behalf of the NAIC, which represents the chief insurance regulators from the 
50 states, the District of Columbia, and five U.S. territories. The primary objective of 
insurance regulators is to protect consumers of all lines of insurance, including long-term 
care insurance, and to ensure that insurance markets function appropriately and 
efficiently. 

I would like to begin by thanking you for holding this hearing on a very important topic. 
As our population ages, more and more Americans will be confronted by the need for 
long-term care services and the financial burden of paying for that care. Already, long- 
term care services account for over half of all Medicaid spending in the United States, 
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adding to the strain of health care costs on state budgets. Long-term care insurance is one 
way to finance these costs, providing individuals with protection against the financial 
burdens associated with the need for long-term care services. 

However, it has proven to be a very challenging product to regulate. In this testimony, I 
will briefly discuss the long-term care marketplace, the types of policies available, as 
well as the difficulties that regulators have encountered and the steps that have been taken 
to overcome them. Finally, I will discuss current and future activities dealing with long- 
term care insurance at the NAIC, as well as federal involvement in the marketplace. 

For those who have accumulated savings over their lifetime, long-term care insurance can 
be an important tool to protect their assets in the event that they enter a nursing home or 
assisted living facility, or receive long-term care services in another setting. This year, 
the average annual cost of nursing home care is nearly $76,500, while assisted living 
facilities cost, on average, about $36,100 per year 1 , amounts that could quickly deplete 
even a sizeable retirement nest-egg. People pay for this care in a variety of ways. Some 
choose to set aside a portion of their savings to finance long-term care, while others, who 
have fewer assets, will rely upon the Medicaid program for their long-term care needs. 

For others, long-term care insurance may be the best way to finance this care. 

Those who elect to purchase long-term care insurance pay a premium to mitigate the risk 
of incurring long-term care expenses, which may not occur until well into the future. 
Long-term care insurance policies provide protection, up to the limits of the policies, 
against the financial burdens of long-term care, thus protecting the assets that have been 
accumulated by consumers. With long-term care insurance, policyholders usually have 
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greater flexibility in choosing the source of their care than they would if they were 
relying upon the Medicaid program. 

Long-term care insurance could also be an important product from the perspective of 
state and federal Medicaid budgets. Approximately 40 percent of all long-term care and 
50 percent of all nursing home care is financed by state and federal governments through 
Medicaid. 2 Additionally, demographic trends are likely to increase the expenditures of 
long-term care services to governments, at the same time that the percentage of 
Americans who are of working age and paying taxes to support Medicare and Medicaid 
decreases. To the extent that long-term care insurance is able to help people avoid 
spending down their assets in order to receive care through Medicaid, long-term care 
insurance may be helpful to state and federal Medicaid budgets. 

The Long-Term Care Insurance Market 

Though long-term care insurance, in its current form, has been available since the 1980s, 
it is still a relatively new product. The first long-term care policies, issued in 1 965, were 
designed to supplement the limited benefits provided by the new Medicare program for 
skilled nursing facility care. These early long-term care policies functioned much like 
Medicare supplement policies, covering deductibles and coinsurance associated with care 
in a skilled nursing facility that was covered by Medicare. For this reason, they, like 
Medicare, required that the policyholder spend at least three days in the hospital prior to 
their admission to the skilled nursing facility and required that care in the facility be 
“medically necessary.” 
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By the 1980s, long-term care insurance had evolved into a product that stood on its own. 
It still generally covered only nursing home care, but it no longer was designed to wrap 
around Medicare’s skilled nursing facility coverage. It covered nursing home admissions 
even if they were not immediately preceded by a hospital stay, as required under 
Medicare. The benefit triggers were redefined from a medical necessity trigger to the 
policyholder’s inability to perform defined activities of daily living (ADLs) and cognitive 
impairment. 

Since that time, the product has further evolved by adding more comprehensive coverage 
for additional types of long-term care services, such as home health care, respite care, 
hospice care, personal care in the home, and services provided in assisted living facilities, 
adult day care centers and other community facilities. Furthermore, in addition to 
individually purchased policies, group long-term care insurance policies began to make 
up a significant and growing portion of the market. 

As the long-term care insurance product has developed, so have the states’ long-term care 
insurance regulatory programs. States enacted additional consumer protections designed 
to keep up with changes in policy design and pricing and address the problems 
encountered in the market place by consumers. 

Though long-term care insurance has not been a major player in funding today’s long- 
term care expenditures, financing less than 10 percent of long-term care services in the 
United States, it has been growing steadily in recent years. In the past ten years, the 
market has grown from one that covered less than 3 million lives to one that now covers 
more than 7 million. In terms of premium volume, the market has grown from a $16 
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billion marketplace to one in which consumers paid over $110 billion in premiums in 
2007. 3 

One factor in the growth of long-term care insurance has been the growth in sales of 
group long-term care policies offered as employment benefits. Group policies have 
grown from a small portion of the market to approximately 20 percent in 2006 and 
continue to grow faster than individual plans. One advantage of group coverage is that 
enrollees may not be required to meet medical underwriting requirements in order to 
purchase coverage, or the medical screening criteria may be more relaxed than in an 
individual long-term care insurance policy. Generally, group coverage may either be 
continued after an individual’s employment ends, or the policy may be converted into an 
individual long-term care policy, though benefits and premiums may change. 

In 2002, the federal government began offering long-term care insurance to its employees 
through the Federal Long-Term Care Insurance Program. As of September 2006, 
approximately 214,000 federal employees and their families had enrolled in the program, 
making the federal government the largest group sponsor of long-term care insurance in 
the country. 

Another factor in the growth of long-term care insurance has been the deductibility of all 
or part of the premiums of tax-qualified long-term care policies. The Health Insurance 
Portability and Accountability Act (HIPAA) includes standards for qualified long-term 
care insurance policies, which must meet a number of consumer protection standards 
drawn from the NAIC’s Long-Term Care Insurance Model Act and Regulation. The tax 
treatment that accompanies tax qualified long-term care insurance policies is that 
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premiums are considered a Schedule B itemized deduction, the same as medical 
expenses, after meeting the 7.5% of adjusted gross income limit. In addition, it is clear 
that benefits received from tax qualified long-term care insurance policies are not 
considered taxable income. In 2002, 90 percent of individual long-term care insurance 
policies were tax -qualified. 4 

Finally, the product itself has improved significantly in recent years by providing more 
comprehensive coverage, more stable premiums and consumer protections that make it 
more attractive in the market. These improvements to the product were, in part, the result 
of a collaborative effort between the long-term care insurance industry, state insurance 
regulators (NAICj and consumer advocacy groups to improve the coverage and the 
market for long-term care insurance. 

More recently, the Deficit Reduction Act of 2005 (DRA) included a provision 
authorizing long-term care partnerships. A LTC Partnership program allows an 
individual with a qualified long-term care insurance policy to retain a portion of the 
policyholder’s assets for the purposes of Medicaid eligibility determination and protect 
those assets from estate recovery. The level of asset protection provided is equal to the 
amount of benefits paid by the policy. Partnership policies must be tax-qualified and 
contain all consumer protections required of a tax qualified plan and must provide 
inflation protection for all policies issued to those under 76 years of age. 

The Regulation of Lon2-Term Care Insurance 

Long-term care insurance has, for several reasons, been a particularly challenging 
product to regulate. Besides being a relatively new product with claims experience just 
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beginning to accumulate, the product combines both life and health insurance features in 
a single product. The product is sold as a means to mitigate ftiture long-term care 
expenses where those expenses may not occur until 1 5 to 30 years into the future, 
depending upon the age at which the policy was purchased, much like a life insurance 
policy. Once the policyholder develops a condition that makes them eligible to collect 
benefits, however, the policy acts more like a health insurance product. As in the health 
care industry, long-term care services are evolving and are subject to high levels of 
inflation in the cost of services and growing utilization of the services. Long-term care 
policies need to be able to provide meaningful coverage in this evolving environment. 
Long-term care insurance is also subject to the same rapid changes in delivery of care 
that affect health insurance. The combination of these factors results in a situation where 
insurers must price their insurance policies so that they will pay for services fifteen or 
thirty years from the date of purchase of the coverage, when the cost, utilization and 
nature of those services may have radically changed. 

Coping with these and other regulatory challenges in this market requires a determined 
effort and constant attention from state regulators. Our three main priorities in regulating 
these products have been (1) ensuring the solvency of companies offering long-term care 
policies so that the companies can pay claims for the policies they have sold, (2) ensuring 
that all long-term care insurance sales are done in an appropriate manner and are suitable 
for those purchasing the policy, and (3) ensuring that sufficient consumer protections are 
in place so that premiums are relatively stable over the life of the policy and that 
consumers receive the benefits promised them in a timely and accurate manner. 
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One of the most important responsibilities of state insurance regulators is to ensure the 
solvency of the companies doing business in the market. This is accomplished through 
constant and careful monitoring of the financial condition of insurers doing business in 
the states. 

The initial premiums developed for early long-term-care insurance policies were based 
on inaccurate assumptions, especially for lapse rates and future anticipated claims. Thus, 
the premiums charged for these policies were too low to cover their actual claims 
experience. The result was that premium increases needed to be made, some of which 
were multiple increases and significant. Without such increases, however, the insurance 
company’s financial future would be in jeopardy, especially for those companies that 
wrote only long-term care insurance. Some states and the NA1C reacted to this situation 
very quickly and developed rate stabilization provisions that required companies to 
charge a more adequate initial premium so that future premium increases would be few 
and far between, if at all. 

The long-term care insurance market has also experienced some marketing and sales 
challenges. In the 1 980s and 1 990s, the product was primarily sold to seniors. Some 
companies used deceptive and high-pressure sales tactics. Many sales were considered 
unsuitable because policies were sold to individuals who did not have the financial 
wherewithal to afford the premium for the long-term care insurance protection and were 
close to qualifying for Medicaid. There were also instances of improper long-term care 
insurance policy replacements, where one long-term care policy was replaced by another, 
to the benefit of the replacing insurance agent and company, but to the detriment of the 


- 9 - 



168 


consumer. Additionally, some policies were priced using assumptions that were 
unrealistic, resulting in the need for large premium increases later in the life of those 
policies. It is from these early policies that we are seeing many of the premium increases 
today. These practices were primarily the result of a few bad actors and were addressed 
through successful regulatory protections initiated by the states and the NAIC. I will 
discuss these actions later in my testimony. 

The question of suitability has always been an issue with these products. First, in the 
past, these products were sold on a standalone basis, outside of a consumer’s financial 
plan. Now, because of the all the options that consumers have to pay for long-term care 
services, buying a long-term care insurance policy without a financial plan would be 
unwise. In addition, these types of standalone sales often result in unsuitable purchases 
for the consumer. Consumers who have very little assets to protect and are relatively 
close to qualifying for Medicaid should think carefully about whether they will benefit 
from the purchase of a long-term care insurance policy. In response to the suitability 
concerns, many states and the NAIC developed suitability standards and processes to 
minimize unsuitable sales of long-term care insurance policies. 

Older long-term care insurance policies do not have some of the consumer protections 
that are available in the current regulatory environment, especially in the area of rate 
stability, benefit adjustments, unintentional lapse protection, and inflation protection, I 
will discuss each of these items in more detail in a later section of my testimony. 
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Many of the problems we are seeing in today’s market can be, in my opinion, attributed 
to policies that were issued prior to the implementation of the many of the consumer 
protections we have today. 

The NAIC’s Model Long-Term Care Insurance Act and Regulation 

The NAIC’s earliest Long-Term Care Model Regulation was adopted in 1 988. Since 
then, the NAIC, in collaboration with consumer advocates and the insurance industry, has 
amended its model act and regulation many times to address problems with products, 
such as the manner in which they were sold and stability of the premiums, to name a few. 
(I have attached a list of changes to the NAIC Long-Term Care Insurance Models since 
1988 to this testimony.) 

For example, the original model regulation contained a provision that required all 
individual long-term care insurance policies to meet a minimum 60 percent loss ratio. 
This meant that over the life of the policy, a minimum of 60 percent of the premium had 
to go towards the payment of claims. A maximum of 40 percent of the premium could be 
allocated to administrative costs and profit. This requirement, though an important 
consumer protection to ensure that a majority of the premium was being used for paying 
claims, did not address the potential underpricing of policies and the resultant premium 
increases. In response to this problem, the NAIC adopted amendments to the model 
regulation in 2000 designed to ensure greater premium stability. These amendments 
eliminated the 60 percent minimum initial loss ratio requirement, and substituted an 
actuarial certification that must be filed with the initial premium rate filings, attesting that 
premiums will not increase over the life of the policy under moderately adverse 
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conditions. However, in the event that future premium increases became necessary and 
were filed with the insurance department, the original premiums filed now needed to 
meet a 58 percent loss ratio, and the premium increases needed to meet an 85 percent loss 
ratio. Furthermore, following each rate increase, the insurer must file its subsequent 
experience with the Commissioner for three years. If the increase appears excessive, the 
Commissioner may require the company to reduce premiums or take other measures, 
such as reducing its administrative costs, to ensure that premium increases that turn out to 
be unnecessary are returned to policyholders. 

The 2000 amendments to the model regulation also put in place two additional levels of 
protection against premium increases. If premiums rise above a given level, based upon 
the age of the policyholder, for a majority of policyholders, the company is required to 
file a plan for improved administration and claims processing or to demonstrate that 
appropriate claims processing is in effect. Furthermore, if the Commissioner believes 
that a rising rate spiral exists, he or she may require the company to offer policyholders 
affected by the premium increase to replace their existing policies with comparable ones 
currently being sold, without underwriting. This allows policyholders trapped in a rising 
rate spiral to switch to a more stable policy. Finally, as a last resort, if the Commissioner 
determines that a company has persistently filed inadequate initial premium rates, the 
Commissioner may ban the company from the long-term care insurance marketplace for 
up to five years, essentially putting the company out of business in the state. 

These changes created a strong incentive for companies to price policies accurately up- 
front. in order to avoid future increases and to encourage suitable sales of the products. 
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In order to assist consumers in selecting a policy with premiums that do not drastically 
increase over time, insurers are required to disclose to prospective policyholders all prior 
rate increases for the past ten years. We believe that these provisions, plus the additional 
experience that companies have gained in pricing long-term care policies, will be 
effective in promoting long-term insurance suitability and premium stability. 
Nevertheless, state regulators, on their own, and through the NAIC, will continue to 
watch the situation closely to see how these standards affect future premium increases. 

A second focus of state regulators is to ensure that long-term care insurance policies are 
sold only to individuals for whom the policy is suitable. Whether to purchase a long-term 
care insurance policy is an individual decision and should take into account the potential 
purchaser’s age, health status, overall retirement goals, income, and assets. For instance, 
if an individual relies solely upon Social Security, their income is not likely sufficient for 
them to afford long-term care insurance premiums. Senior citizens should not purchase 
long-term care insurance if paying premiums will prevent them from paying other 
important bills, such as shelter, food and clothing expenses, or if they are already enrolled 
in Medicaid. 

For consumers with significant assets, a long-term care insurance policy may be a good 
way to protect their assets against large long-term care expenditures. For these people, 
long-term care insurance may be a viable option. 

State regulators and the NAIC have taken a number of steps to ensure that long-term care 
insurance sales are suitable. The NAIC’s Long-Term Care Insurance Model Regulation 
requires all long-term care insurers to develop suitability standards, based upon general 
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categories contained in the regulation outlined below, to determine whether the purchase 
of a long-term care insurance policy is appropriate for the applicant. These standards 
must take into account (1 ) the ability of the applicant to pay the premiums and other 
pertinent financial information related to the purchase, (2) the applicants’ goals with 
respect to long-term care, and (3) the advantages and disadvantages of insurance to meet 
those goals and any insurance that the applicant may already have. The NAIC model also 
contains a worksheet for insurance agents to use to determine suitability prior to selling a 
policy. This worksheet collects relevant information about the prospective policyholder 
and helps to ensure that the applicant is aware of the various options available under the 
policy, and the consequences of decisions regarding those options with respect to both 
premiums and future benefits under the policy. 

The insurer must review the worksheet prior to issuing the policy. If the insurer finds 
that the policy would not be suitable for the applicant, based upon its suitability 
standards, it must either reject the application or inform the applicant that the policy may 
not be suitable. Written confirmation must be obtained from an applicant that wishes to 
purchase the policy anyway. 

The NAIC Model Regulation also requires agents to provide purchasers with copies of 
the NAIC’s “Shopper’s Guide to Long-Term Care Insurance” and a fact sheet entitled 
“Things You Should Know Before You Buy Long-Term Care Insurance.” These 
publications outline some of the considerations that consumers should take into account 
when purchasing a policy so that all consumers have the opportunity to be informed prior 
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to committing to a purchase. All states have this requirement in their long-term care 
insurance regulations. 

Finally, the Long-Term Care Insurance Model Act and all states’ long-term care 
regulations provide consumers the right to return the policy within 30 days of receipt of 
the policy for a full refund if they are not satisfied for any reason. Notice of this right 
must be prominently included on the first page of the policy. This provides an 
opportunity for the applicant to reconsider the decision to purchase coverage and acts as a 
defense against high-pressure sales tactics and unsuitable sales. 

State regulators’ third priority in regulating long-term care insurance is ensuring that 
when consumers purchase long-term care insurance they are treated fairly and they 
receive the benefits that they are entitled to under their policies. Because most 
policyholders are elderly and living on fixed incomes when collecting benefits under a 
long-term care policy, and are likely suffering from a physical incapacity, cognitive 
impairment or both, consumer protections for access to benefits are of the utmost 
importance with long-term care insurance. States already have prompt claim payment 
laws that apply to long-term care insurance. As discussed later, the long-term care 
insurance market may need consumer protections for claim denials based upon the 
insurer’s assessment of whether the policyholder has met the benefit trigger requirements 
under the policy. An independent external review for these types of situations would be a 
valuable consumer protection in challenging an insurer’s claim denial. 

Prior to being revised in 2000 and 2006, the NAIC Long-Term Care Model Act and 
Long-Term Care Insurance Model Regulations already contained many important 
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consumer protections. These protections were designed to help ensure that consumers 
understand what they are purchasing and that the purchase is suitable and affordable over 
the life of the policy. These protections include: 

• Guaranteed renewability: All policies must either be guaranteed renewable or 
noncancellable. Guaranteed renewable policies may not be altered by the insurer, 
nor may they be cancelled except for the policyholder’s failure to pay premium, 
but premiums may be increased. Noncancellable policies are similar to 
guaranteed renewable policies, except premiums may not be increased. 

• Mandatory offer of nonforfeiture benefits: All applicants must be offered the 
opportunity to purchase nonforfeiture benefits, whereby if the policy were to 
lapse, the policyholder would be issued a paid-up policy with reduced benefits 
based upon the length of time the policy was held. Applicants who decline to 
purchase nonforfeiture benefits are still entitled to receive contingent 
nonforfeiture benefits, which are provided if premiums rise above a percentage of 
the initial premium. That percentage varies depending upon the policyholder’s 
age at the time of purchase of the policy and ranges from 200 percent, for those 
purchasing prior to age 30, to 1 0 percent, for those purchasing after age 90. 

• Limitation on benefit triggers: The conditions that must be satisfied before the 
policyholder becomes eligible to collect benefits are known as “benefit triggers.” 
Benefits must be triggered when no more than three activities of daily living 
(bathing, dressing, eating, continence, toileting, and transfer) are impaired or the 
policyholder suffers from cognitive impairment. Additional benefit triggers may 
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be added, but the policy may be no more restrictive than the model’s 
requirements. 

• Limitations on rescissions: Policies may only be rescinded for fraud or 
misrepresentation during the first six months of the policy. After that time, and for 
the first two years of the policy, policies may be rescinded for material 
misrepresentations that pertain to the condition for which benefits are being 
sought. After two years, policies are incontestable, except for intentional and 
knowing misrepresentation of relevant facts about the insured’s health. Once a 
policy is rescinded, previously paid benefits may not be recovered by the 
company. 

• Limitations on post-claims underwriting: Health questions on an application 
must be clear and unambiguous. For applicants over the age of eighty, insurers 
must receive health information through a physical examination, an assessment of 
functional capacity, an attending physician’s statement, or medical records. 

• Mandatory offer of inflation protection: Applicants must be offered the 
opportunity to purchase inflation protection in the form of compound annual 
inflation protection of at least 5 percent or the opportunity to increase benefits by 
at least 5 percent every year without additional underwriting, as long as previous 
offers to increase benefits have not been declined. An applicant’s rejection of 
inflation protection must be explicit and in writing. 

• Protection against unintentional policy lapse: Each policyholder must be 
allowed to designate an individual who will be notified at least 30 days before the 
policy is cancelled for nonpayment of premium. If the policyholder suffers from 
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a cognitive impairment, the insurer must reinstate a lapsed policy if back 
premiums are paid within five months. 

• Prohibition on waiting periods on replacement policies: If a policyholder who 
has begun collecting benefits replaces one contract with another, or the 
policyholder converts a group policy to an individual policy, the insurer may not 
require a new waiting period to be fulfilled. To qualify for this protection, the 
new policy must be from the same company, and the policyholder may not 
increase the benefits of the policy. 

• Standardized outline of coverage: The insurer must provide a standardized 
outline of coverage to the applicant at the time of initial solicitation. The outline 
must describe the principal benefits and exclusions and limitations of the policy 
and must state the terms under which it may be continued or discontinued, as well 
as any right the company has to raise the premium. It must also inform the 
policyholder whether the policy is intended to be tax qualified. 

More recently, regulators determined that additional changes to the models were 
necessary, and in December, 2006, adopted revisions to the model act and regulation. 
These revisions added several important new consumer protections, including a 
requirement that insurers offering new policies that cover new long-term care services or 
providers must make the new coverage available to existing policyholders. The intent of 
this change was to ensure that long-term care insurance coverage keeps pace with the 
changing nature of long-term care services. 
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Additionally, the model regulation was amended to require long-term care insurance 
policies to include a provision allowing policyholders to reduce their coverage and lower 
their premiums in order to avoid lapse due the policyholders’ inability to pay the current 
premium. This provision will help ensure that if a policyholder’s financial situation 
changes and they cannot afford their coverage at the current premium level, they can 
reduce their coverage to lower the premium. 

Finally, new producer training requirements were put into place to ensure that agents 
selling long-term care insurance products, particularly Long-Term Care Insurance 
Partnership policies, are properly equipped to accurately explain coverage options to 
consumers. Long-term care insurance is a complex product to pay for care in a 
constantly changing long-term care service system. As a result, it is imperative that 
agents and brokers selling these products are adequately trained. Under the new producer 
training section of the model, agents and brokers must complete eight hours of initial 
training before they can sell long-term care insurance and then four hours of continuing 
education on long-term care every two years. The training must cover state and federal 
requirements pertaining to long-term care services, the relationship between qualified 
state long-term care insurance partnership programs and other public and private 
coverage of long-term care services. 

These changes have been in effect for less than two years. However, more and more 
states have decided to implement the Long-Term Care Partnership and, as part of that 
process, have revised their laws to incorporate the most recent versions of the NAIC 
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model act and regulations. We believe that these changes will prove to be valuable 
consumer protections. 

Moving forward, state regulators continue to carefully monitor the market and make 
adjustments as necessary. Recent articles in the New York Times outlined problems that 
some policyholders were having collecting benefits under their long-term care insurance 
policies. 

As a result of the these articles, interest shown by Congress in long-term care insurance 
issues and other state insurance regulators’ concerns, the NAlC’s Senior Issues Task 
Force and Market Analysis Working Group coordinated a data call by the domiciliary 
states of the 23 largest individual long-term care insurers in the United States. The call 
collected data from 2004 through 2006 including, premiums, claim payments, consumer 
complaints, and the promptness of claims payments, claims denials, and cost containment 
expenses. 

The data showed that the individual long-term care insurance industry continues to grow, 
with the majority of the growth in the comprehensive policies. Complaints regarding 
claims have been increasing over time. In part, this is to be expected, as each year there 
are more policies in force with policyholders at an age where claims are likely to be filed. 
However, the data also showed an increase in the percentage of claims being denied, 
from 3.2 percent of claims submitted in 2004 to 3.9 percent in 2006. While this is not a 
statistically significant result, it may reveal a trend that we believe needs to be addressed. 
A separate survey conducted by the insurance industry found similar results. 
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In response to the results of the data call, the NAIC’s Senior Issues Task Force is 
considering further revisions to its models. As I mentioned earlier, the Task Force is 
considering including independent external review of benefit trigger determinations in its 
models. This consumer protection will give a consumer an outside determination of 
whether a policyholder has met the conditions for benefit eligibility under the insurance 
policy. Currently, in most states, a policyholder’s only avenue for appealing claims 
denials are through appeals or grievances filed with the insurance company that denied 
the claims, complaints to their insurance department and litigation. Independent external 
review will give consumers a new avenue for expeditiously resolving these disputes 
without resorting to litigation. 

Regulators are also actively working on long-term care insurance standards, which once 
completed, will go to the Interstate Insurance Product Regulation Commission (IIPRC) 
for review and adoption. The Interstate Insurance Product Regulation Compact which, to 
date has been adopted by 33 Member States representing more than half of the premium 
volume nationwide, created the IIPRC, providing states with a vehicle to develop uniform 
national product standards that will afford a high level of protection to consumers of life 
insurance, annuities, disability income, and long-term care insurance products; establish a 
central point of filing for these insurance products; and thoroughly review product filings 
and make regulatory decisions according to the uniform product standards. 

Finally, the NAIC’s Shopper’s Guide to Long-Term Care Insurance, which must be 
distributed to all prospective applicants prior to, or with, delivery of the application, is 
regularly revised to include changes to laws and regulations, as well as changes in the 
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marketplace, so that consumers are informed about their rights and options when it comes 
to purchasing long-term care insurance. 

Over the past several years, several pieces of legislation have been introduced in 
Congress that would deal with long-term care insurance in various ways. Perhaps the 
most important policy lever that the federal government has at its disposal is the 
standards for tax-qualified long-term care policies. As I mentioned earlier, 90 percent of 
all policies sold in 2002 were tax qualified and contained a set of standards specified in 
HIPAA that were drawn from the NAIC models. These standards, however, have not 
been updated since the passage of HIPAA in 1996, while the NAIC models have been 
significantly improved since then. 

The NAIC has a very open and collaborative process in developing and amending its 
long-term care insurance model act and regulation. Not only do state regulators 
participate in the process, but consumer advocacy groups, insurance industry 
representatives and other experts in the long-term care field are brought into the process, 
the result of which is a model regulation that addresses the issues in the marketplace by 
adopting best practices as minimum requirements for all to follow. While not all states 
have adopted the NAIC long-term care insurance models in their entirety, many have. 
Those who have their own laws have laws that are very similar to or build off of the 
NAIC models. 

One step that Congress could take would be to update the standards for tax qualified 
long-term policies to incorporate some of the latest consumer protections in the NAIC 
models, including contingent nonforfeiture benefits, policy disclosures, producer training 
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requirements, and the mandatory offering of coverage of new services and providers. We 
would also encourage the Department of Health and Human Services, under the DRA, to 
incorporate the independent external review standards, once they are adopted by the 
NAIC, for partnership policies. 

Because the long-term care insurance market continues to change, state regulators, 
individually and through the NAIC, are making periodic adjustments to the model act and 
regulation, as we have done for many years. To ensure that future changes are 
incorporated in federal standards, Congress might consider allowing the relevant 
executive branch agency to update them in consultation with the NAIC, as it did for 
partnership plans in the DRA. 

I would offer a brief word of caution, on this subject, however. It is very likely that not 
all aspects of the NAIC models are as uniformly applicable to the entire country as 
others. While the consumer protections in the models can be applied around the country, 

I would caution that some states did not have many of the problems discussed in the NY 
Times articles. Overall, state regulation of long-term care insurance has worked very 
well and will continue to work well. For that reason, we would strongly encourage 
Congress to work with state regulators and the NAIC to ensure a strong, viable and 
healthy long-term care insurance market with good competition and consumers who have 
the knowledge and assistance to make good buying decisions. 

State regulators have been working hard to ensure that a viable long-term care insurance 
market exists in their respective states, with regulations for premium stability, benefits 
that are paid according to the insurance contract in a timely and accurate manner and 
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sales that inform the consumer about the product and are suitable. As problems arise, we 
have taken steps to correct them and prevent them from occurring in the future. It is 
especially challenging to ensure the future value of a policy fifteen or thirty years from 
the date it was purchased when long-term care services continue to evolve. We are 
hopeful that recent changes to the NAIC models giving policyholders the opportunity to 
add coverage for new services and providers as they become available will result in the 
flexibility that will allow long-term care insurance to adapt to changes in long-term care 
services and the settings in which they are provided. Similarly, we believe that the 
changes made to the loss ratio, rate stability and disclosure standards in the 2000 models 
have helped stabilize future premiums, though several years of experience under this 
structure will be required before we know whether further adjustments will be required. 
As additional challenges arise, we will continue to work to ensure that consumers are 
protected and that the market functions well. 

Again, thank you for the invitation to testify here today. I look forward to answering any 
questions that you might have. 
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Chronological Summary of Actions on 
NAIC Long-Term Care Insurance Model Act and Regulation 


Chronological Summary of Actions 

December 1986: Model Act adopted. 

June 1987: Amendment adopted which provided that no long-term care 
insurance policy could cover skilled care only or provide higher benefits for 
skilled care than for lower levels of care. Waivers could not be used to reduce 
coverage for specifically named conditions beyond the waiting period for 
preexisting conditions. The preexisting condition definition was changed and 
the elimination period made a uniform six months. 

December 1987: Technical amendment adopted regarding the exclusion of 
employer groups from preexisting condition requirements, and footnote was 
added on extraterritoriality. 

December 1988: Prohibitions against a prior hospitalization requirement and 
conditioning receipt of institutional benefits on a prior institutionalization 
added. The requirements for the outline of coverage were changed, and a 
footnote added recognizing the viability of life insurance riders. Provision on 
continuation and conversion added. 

June 1989: Model now provides that any policy marketed as long-term care 
must comply with the provisions of the Act. Authority for life insurance riders 
added. Free-look period made a uniform 30 days. One-year grace period for 
prior hospitalization prohibition removed. 

December 1989: Eliminated language prohibiting prior hospital stays for 
home health care benefits. 

December 1990: Changed definition to clarify distinction between regulation 
of long-term care insurance and accelerated benefits. Eliminated drafting 
note on prior hospitalization. Added sections providing statutory authority to 
promulgate regulations and impose penalties. 

December 1992: Added Section 7 to provide for an incontestability period. 

June 1993: Added new Section 8 to provide for nonforfeiture benefits. 

June 1994: Added phrase to Section 9 to give authority to promulgate 
regulations on premium rate stabilization. 
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September 1996: Amended Section 6G to say that an outline of coverage is 
not required in group sales if similar information is contained in other 
enrollment materials. 

September 1997: Adopted amendments to Section 6 and 7 relative to life 
insurance that accelerates benefits to cover long-term care expense. 

June 1998: Changed requirement for mandated nonforfeiture to a mandated 
offer of a nonforfeiture benefit. Reference in Section 9 was changed from 
premium rate stabilization to regulations designed to protect the policyholder 
in the event of substantial rate increases. 

March 2000: Model was amended to comply with the requirements of the 
federal Health Insurance Portability and Accountability Act of 1996 (HIPAA). 

December 2006: Model amended to establish producer training requirements 
to comply with the Deficit Reduction Act of 2005 and to clarify what is meant 
by the term “field issued.” 
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Model Regulation: Chronological Summary of Actions 

December 1987: Model regulation adopted. 

December 1988: Outline of coverage added, revision of continuation and conversion 
section. Addition to Section 8 requires disclosure of limitations of policy. 

June 1989: Modifications of continuation and conversion section. Reserve requirements 
added. 

December 1989: Adopted amendments to prevent post claims underwriting. Minimum 
standards for home health care benefits added to model. Inflation protection required. 

June 1990: Added Section 30 to require delivery of shopper’s guide. 

December 1990: Added consumer protection amendments similar to those adopted for 
Medicare supplement coverage to help prevent abuses in marketplace. 

December 1991: Amended model to prohibit attained age or duration rating and to add a 
rescission reporting form. Also modified sections on home health care and inflation 
protection. 

September 1992: Amended Section 19 to remove reference to loss ratios of individual 
policies. 

December 1992: Adopted amendments requiring third party notice and premium 
disclosure. Adopted new subsection on standards for marketing to association groups. 

June 1993: Paragraph added to association responsibilities subsection to reference unfair 
trade practices act. 

June 1 994: Adopted amendments to Section 6F to restrict increases in premium rates. 

March 1995: Adopted new Section 24 on suitability standards to replace provision on 
appropriateness and added Appendices B, C and D to implement the new requirements. 
Added Section 26 to implement the nonforfeiture benefit requirement in the model act. 

September 1995: Adopted new Section 27 on standards for benefit triggers. Added new 
definition and made changes to outline of coverage. 

September 1996: Added Section 6G to set standards for electronic enrollment of groups. 

September 1997: Amended Sections 3, 6, 7, 14 and 19 relative to life insurance that 
accelerates benefits to cover long-term care expenses. 

December 1997: Amended personal worksheet (Appendix B). 
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June 1998: Deleted Section 6F provisions adopted in 1994 to restrict increases in 
premium rates and replaced with clarification that more coverage or a reduction in 
benefits is not a premium rate change. Changed nonforfeiture benefits in Section 26 to 
mandated offer and added requirements for contingent nonforfeiture. 

March 2000: Model amended to comply with the requirements of the federal Health 
Insurance Portability and Accountability Act of 1996 (HIPAA), included adoption of a 
new Section 28. 

August 2000: Model amended on issues of rating practices and consumer protection. 
Added Sections 9, 10 and 20, as well as Appendix F. 

March 2002: Added Appendix G and references to it in Section 15. 

December 2006: Model amended to recognize that states license long-term care facilities 
differently, to require explanation of additional contingent benefit upon lapse, to require 
availability of new services or products, to provide a right to reduce benefits and lower 
premiums, and to clarify contingent benefit upon lapse for policies with fixed or limited 
premium payment period. 


' Genworth 2008 Cost of Care Survey 

2 Kaiser Commission on Medicaid and the Uninsured, Medicaid’s Long-Term Care Beneficiaries: An 
Analysis of Spending Patterns, November 2006, accessed July 8, 2008 at 
http://www.kff.org/medicaidAipload/7576.pdf . 

3 National Association of Insurance Commissioners, Long-Term Care Insurance Experience Reports for 
2007, p.9 

4 America’s Health Insurance Plans, Long-Term Care Insurance in 2002, June 2004, accessed July 15, 2008 
at http://www.ahipresearch.org/pdfs/18 LTC2002.pdf . p. 25. 


- 28 - 


187 


Mr. Stupak. Well, thank you, and thank you to this panel for 
your testimony. As you indicated, it is not Def-com, but we do have 
votes on the floor. We have four of them, so I am going to ask you 
to come back at one clock, and Subcommittee will stand in recess 
until one o’clock, and hopefully we are done with our votes, and we 
can get going right into questions at one o’clock. 

Thank you. 

[Recess.] 

Mr. Stupak. The hearing will come back to order. When we left 
off, when we recessed, we just completed the testimony of our in- 
surance commissioner panel. So we will begin with questions. 

Mr. McCarty, if I may, a couple questions. Florida played a lead- 
ing role in the Interstate Settlement Agreement with Conseco. 
What were some of the practices on the part of Conseco that you 
found troubling? How much confidence do you have that these 
practices will cease and that the company will become a strong pro- 
viders of long-term care insurance? 

Mr. McCarty. Thank you, Mr. Chairman. There are two compa- 
nies that were subject to the multi-state investigation. Bankers In- 
surance Company, which was largely being reviewed for their mar- 
keting practices, and then the Conseco Senior Products, which were 
concerned about their claims handling and the prompt payment of 
claims. We believe that we have entered into a multi-state agree- 
ment that addresses both companies in a very comprehensive man- 
ner. 

First of all, the company was fined $2.3 million. They were in- 
structed as part of the agreement to implement a very costly sys- 
tem for claims handling, claims payment, prompt pay. They are 
subject to ongoing monitoring system and will be subject to a $10 
million fine if they fail to meet any of the benchmarks that have 
been established in the multi-state agreement. 

With regard to the marketing practices for Bankers, we set up 
for, processed for how they changed their marketing practices, pen- 
alties with regard to producers that do not follow those bench- 
marks in a similar situation with that company as well, if they fail 
to meet those benchmarks will be subject to a fine. We believe that 
the settlement agreement is comprehensive and will require ongo- 
ing monitoring and believe that the company will comply with the 
State laws and regulations. 

Mr. Stupak. And Bankers, you mentioned Bankers, that is really 
a sub of Conseco. Isn’t that a Conseco Senior Health? 

Mr. McCarty. It is part of the Conseco Group. Yes. 

Mr. Stupak. Conseco Inc. OK. 

Penn Treaty raised its premiums in various states a number of 
times on its older policies. We have heard from witnesses in our 
first panel, the GAO and others, that it is possible for a company 
to raise rates or frequently to have higher levels than other states 
that do not have strong rate stabilization laws. 

How is that fair? I am trying to get these rates things, because 
it is an older policy you just automatically justify an increased 
rate? In New York you mentioned you had a pre-approval for price 
increases. Do you want to comment on that? 

Mr. Dinallo. Sure. In New York in this area we have what is 
called prior approval, which means that the Department has to — 
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it means what it says — priorly approve the rates requested by the 
companies. Here I think that was very effective because as I said 
before, companies will sometimes come in and in order to get mar- 
ket share, they may, in fact, try to price too low, and especially in 
conditions where you are building a book and you are not exactly 
sure what the uptake is going to be, and you may have solvency 
issues. It is almost as incumbent on the regulator to demand, it is 
hard to say, but higher pricing than lower pricing so that you don’t 
have the death spiral that the Commissioner described before and 
or adverse selection issues. 

Mr. Stupak. Do the rest of you have a prior approval process for 
rates so you don’t have that problem? Mr. Dilweg? 

Mr. Dilweg. I think both Commissioner Kreidler and I, also, we 
do not have the rate filing or the rate approval process, but we do 
have other tools that recently does put us on tenuous ground if we 
were to be challenged. That is an issue, and I think Mike would 
speak to that as well. But in practice we are able to reduce, we just 
had recently a 70 percent increase request that we reduced to 20 
percent. 

So we need to use other tools that we have in our statutes to get 
at some of these issues. 

Mr. Stupak. Mike, did you want to add anything? 

Mr. Kreidler. Mr. Chairman, I would add that we do have prior 
approval in our state, too, so that we are going to take a look at 
those rates to make sure that they are not excessive, insufficient, 
or unfairly discriminatory. And we have some really broad author- 
ity to look at it from those perspectives before we allow a rate to 
be imposed. 

Mr. Stupak. Have any of you had a company come forward, a 
new entry into your market or into your state and say, we would 
like to sell long-term insurance, and you have not allowed them? 
Has that ever happened? Mr. McCarty. 

Mr. McCarty. We have companies who apply for a license, get 
licensed in terms of selling long-term care. We have prevented com- 
panies from putting products in the commerce stream that did not 
meet the standard. As my colleague 

Mr. Stupak. But that would be a State standard. Right? 

Mr. McCarty. Right. Our State standard in terms of we are con- 
cerned and share the concern, most of the problems have not been 
that the products have come into the commerce stream overpriced. 
They have been underpriced. 

Mr. Stupak. Underpriced. 

Mr. McCarty. And as one of the things that Superintendent 
Dinallo was referring to, is we have denied people from putting 
those, under-pricing the marketplace for fear of what we have ex- 
perienced in the ’90s, which was they underestimated, either by 
mistake or deliberately in order to get market share, and then have 
very significant rate increases. The way to address that upfront is 
to make sure that the actual assumptions that are going into it 
contemplate the future expected loss ratios from that business. 

Mr. Stupak. Mr. Dinallo, is there tension between publicly-held 
corporations that owe duties to their stockholders and the need for 
long-term care insurers to hold large reserves? It almost seems like 
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a built-up conflict because you have a duty to your shareholders, 
and most of these companies are publicly traded, are they not? 

Mr. Dinallo. That is a very stringent question. When you are 
dealing with long-term risk in the insurance industry, whether it 
is bond insurers or life insurance, long-term care, workers’ com- 
pensation would be another one, there is a sort of philosophical 
issue between publicly-traded companies and what are commonly 
called mutuals in the life insurance area or just privately held. Pri- 
vately-held companies have more of a latitude to post up bigger re- 
serves and have higher surplus or cushion because they don’t have 
the pull of the judiciary duty issues with their publicly-traded 
shareholders. 

And I would say that a CEO of a publicly-traded company who 
proudly said that he had or she had very large reserves and sur- 
plus would promptly get fired if they were not fulfilling their fidu- 
ciary duties, and it is all about return on equity. You have to con- 
stantly justify return on equity. 

So there is an issue there. It is different than short-term, short- 
tailed risk. Yes. 

Mr. Stupak. Let me ask you one more. My time is up, but just 
one more quick one. Why hasn’t New York adopted the NAIC 
model? Now, I know you mentioned the income protection, external 
deals, the third party, and fine process, but why don’t you access 
this model which 

Mr. Dinallo. Well, I think we do, there are pieces of the model 
that were best practices that we did adopt, but there are others, 
for instance, the prior approval would be an example where were 
have prior approval. We think that is best practices here. The other 
is that I believe, I am going to read here. It says, the model re- 
quires actuarial certification that is under “moderately adverse 
conditions for premium increases that are not anticipated.” 

So that to me is not a very high standard as I kind of made a 
joke. Our actuaries are a bunch of tough cookies is the polite phras- 
ing, and I would say that one of the reasons that people have had 
success in New York and some have not opened in New York is be- 
cause the actuaries have required a much more stringent standard 
than that for reserving and surplus requirements. 

Mr. Stupak. Thank you. My time is up. Mr. Shimkus for ques- 
tions, please. 

Mr. Shimkus. Thank you, Mr. Chairman. 

This, the Energy and Commerce Committee as our former col- 
league knows, has a broad jurisdiction. We have reduced that in 
the last couple of years where we, the financial service aspect and 
all that insurance stuff is in another jurisdiction. 

But it brings up this whole debate. Two issues. One, as we deal 
as members of Congress, and I did it on Monday, with the whole 
potpourri of federal programs and federal issues, of battling of bu- 
reaucracy on Medicare, Medicaid, Social Security, you name it, all 
the alphabet soups of federal programs, and it is difficult. 

The last thing I want is for another venue for my constituents 
to come through me, which I think we have got to be very, very 
careful when we are trying to address this issue and the move- 
ment — I apologize. It is my wife. I never hang up on her, but I just 
did. So I am in trouble. She is the only one who calls. 
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But we really have to have an issue, this debate about going too 
far and this whole federal charter, the federal assumption of the 
role of Oversight over — if we start with one insurance product, 
there will be an argument that we should go in multiple. And there 
is the national debate on federal charter for products. 

So let me ask you all, we know the problem, there are some peo- 
ple — there are a couple problems. Actuary problem, difficulty of de- 
fining what the product will be in the future that you have to pay. 
The other thing we need to talk about in actuary, a lot of this 
money, the corporate money that is set aside to hopefully make 
sure they make these payments are invested, and what have you 
had? We have had two big drops in the stock market since I have 
been watching it at this level, and the tech boom, which it went 
bust, that caused a whole different evaluation of what the assets 
on hand were to pay future benefits. And right now, we are experi- 
encing again crises. 

So where you individually see this marriage between what we 
can do without assuming this as one of the grows of another, a fed- 
eral bureaucracy, which I would oppose? Why don’t we just go 
across the panel. 

Mr. Dilweg. Yes. Thank you, Congressman Shimkus. I think, 
when I look at some models that have worked, you look at how the 
HIPAA model was put together, that was really a connection be- 
tween ourselves, NAIC, and then the feds, how the Medigap models 
were put together, that really the, I think it was Medicare Choice 
was occurring very similar problems to what Medicare Advantage 
has seen. I think you do have a route here through the Partnership 
Plans where there is a direct interaction between the standards 
that Partnership needs to put in place that really overlays the 
states. We just joined the Partnership Program last year and are 
in the process of putting those standards in place. As I mentioned 
before, they don’t get into the rate stability issues that our model 
laws contemplated in 2006. They did, however, pick up on the 
agent training, agent licensing issues that we are putting in place. 

And so I think there could be urging of the Federal HSS to look 
at those overlays and interact with us. I guess I look more towards 
those type of minimum floor and directing us at the time certain 
to come back with you with agreed-to standards, that type of thing. 

Having navigated the NAIC now for only a year and a half, I 
have discovered that it is always nice to give us a date certain to 
get something done. So 

Mr. Shimkus. Mr. McCarty. 

Mr. McCarty. Yes. And I would just like to go back to what you 
said, Congressman, with regard to the volatility in the equities 
market. The state regulation of insurance is very conservative as 
it relates to equities investments. Therefore, it is unlikely that the 
volatility will affect the American insurance companies like it 
would, for instance, in Europe where they don’t have the same kind 
of conservative accounting treatment we have here. 

I would agree with my colleague that there are a lot of things 
that can be done through the qualified plans that represent 90 per- 
cent or more of the policies that are issued today. Looking at some 
of the things the NAIC has done and maybe addressing that in the 
HIPAA law. 
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And I also agree with your comment with regard to if we start 
getting into this, where does it begin, where does it end, the nose- 
under-the-tent concept. And we have historically, the NAIC have 
been reluctant for the Federal Government to intervene in the rat- 
ing process. We certainly in New York, California, a number of 
other states, feel very comfortable and confident in our regulatory 
framework that we have put together for our seniors and our State 
specifically. And if the Congress does do anything, we would start 
with do no harm in terms of the great regulatory structures that 
are out there and the best practices that are being engaged today. 

And that if you do anything, set a minimum standard and pre- 
empt what some of the other states are doing. 

Thank you, sir. 

Mr. Dinallo. I would say there are three or four ideas I would 
have for this. Over-archingly, I would try to do things that would 
encourage participation in the product. I think it is a good product. 
It is set for takeoff, but it is necessary to get more participants to 
keep it solvent and functioning. I think Congress could consider tax 
treatment for the premiums that are paid, which is always a way 
to get people involved in a fairly neutral, helpful way. 

The second would be with the intersection of Medicaid obviously 
through the Partnership Program, and you are tweaking and con- 
stantly thinking about that. 

The third is what Commissioner Dilweg said earlier, which is 
maybe it would help to have clear — you are dealing with a certain 
population here for which the free market maybe isn’t exactly the 
right way to go, by which I mean the free market of all the states 
with different policy forms. Maybe some clear minimum standards 
and some definitions of what — I saw in the first panel a lot of dis- 
cussion about some very clear definitions. 

And the last would be urge you, whatever report you issue or 
whatever you say, to just be careful of not scaring people away 
from the product, because after the New York Times article and 
what is kind of swirling around, that you are in potentially sort of 
tenuous territory here, where what it actually needs is an injection 
of participants, not a flight of participants. 

And finally, I think the states to the extent they are a laboratory 
for ideas and change, are kind of executing on that right now. It 
is a new product. You are seeing our federalism actually kind of at 
its best in one sense, which is a lot of different states trying to get 
it right on behalf of the country, and you are surely going to see 
what are the best standards that come out of that, and then urge 
you to consider adopting some of them. 

Thank you. 

Mr. Kreidler. Congressman, I would like to take a slightly dif- 
ferent tactic. There is an interstate compact that has been created 
among the 30 states now for life, annuity, and long-term care prod- 
ucts. I think it is safe to assume that as the long-term care prod- 
ucts which are developing standards, you will actually see most 
long-term care companies wanting to file that way because they 
can enter 30 markets immediately. And that you are actually rais- 
ing the standard nationally on average by virtue of having the 
standards that have been created for those products. 
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What Congress could do is, and I am a compacting state so it is 
real easy for me to say what to do, and I recommended it to my 
legislature and they overwhelmingly supported it, is that you effec- 
tively establish a requirement for the states to join the Interstate 
Compact or be a part of it. If you do so, you certainly raise the 
standard of long-term care products, and you would make it easier 
for products to enter the market on a national basis without the 
encumbrances of going from one state to another. 

Mr. Shimkus. Great. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Stupak. Mr. Inslee for questions. 

Mr. Inslee. Thank you. Welcome my friend, Mike Kreidler, here, 
and Mike, you, I didn’t get to hear your testimony, but I read it, 
and there is one line in there that caught my attention. You were 
talking about the need for stability in pricing, and you were refer- 
ring to that need for establishing rate stability requirements, and 
you said all policymakers, state and federal lawmakers should be 
concerned about how vastly different the world will be 25 to 30 
years from now when the typical 50-year old that purchases long- 
term care insurance requires its services. 

Tell me what we should be worried about in a nutshell. 

Mr. Kreidler. Thank you, Mr. Inslee. In fact, I think we should, 
and we are currently all worried about it because it is so difficult 
right now to predict what the products will look like, but even more 
so what the long-term care services will be that are provided 25 to 
30 years from now when the policy is bought today. 

When we passed legislation back in 1986, in the State of Wash- 
ington, it was based on assumptions here that turned out to be 
wrong. Actuaries have a tendency, in fact, it is not a tendency, it 
is a fact, to look in the rearview mirror to see what they should 
predict for the future. In the case of long-term care, there was 
nothing behind them, so the assumptions that were used were 
wrong, and that is why those early products turned out to be a lot 
more expensive than was initially predicted. 

But the part that we are still stuck with even into the future 
right now, what is the long-term care industry going to look like? 
We have seen such dramatic changes in the last 20 plus years, will 
we see those kind of changes in the future, and what impact would 
that have on how we have rated the products today when we are 
trying to look that far into the future. 

Mr. Inslee. I hope after this hearing you can come to 403 Can- 
non and tell me more about the future some time this afternoon. 
I would like to talk about that. Thanks. 

Mr. Stupak. Mr. Walden for questions. 

Mr. Walden. Thank you, Mr. Chairman. Mr. Kreidler, I want to 
follow up with you because I take interest in the compact, and I 
wonder is Oregon part of that compact, those 30 States? 

Mr. Kreidler. To the best of my knowledge they are not cur- 
rently a full member of the compact, but I believe they are in some 
degree of compliance with it, but I would have to defer to somebody 
else to know whether they had actually fulfilled that. I know there 
was some initial moves on their part to become at least partially 
qualified. 
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Mr. Walden. Because I remember when I was in the State Leg- 
islature, we just touched on this issue in the late ’80s and early 
’90s, and it always made sense to me if you could design the right 
product 

Mr. Kreidler. Yes. 

Mr. Walden [continuing]. And I know as my parents have aged 
and passed on now and my wife’s mother passed on, we have all 
sort of said, oh, my gosh, what happens if. And it seems to me that 
I think it was the gentleman from New York said, let us not be 
chasing people away, but we have to make sure the product works. 
And your comments trouble me again because you say we don’t 
know what it is going to look like 30 years from now, and we don’t. 

So what advice do you give to somebody today about the worthi- 
ness of investing in these products? It looks to me like it still 
makes sense from a financial planning standpoint, but you know, 
we heard from the first panel about mishaps that have occurred to 
put it lightly, and we all want to guard against that from hap- 
pening. 

Mr. Kreidler. Congressman, we are going to clearly be chal- 
lenged, whether it is at the federal level or at the State level in 
trying to have a perfect match as to what rates should be charged 
when that policy is sold as to what, in fact, will be the ultimate 
payout and what responsibilities we have. So, because you are 
building it on what you are predicting on what we know today will 
be the case tomorrow. And quite frankly, we don’t know, and that 
is one of the uncertainties that you have in the long-term care mar- 
ket. You just plain can’t make that hard prediction, and it has 
made the pricing of long-term care insurance products that much 
more difficult and challenging but certainly something that offers 
value to people, certainly some people, not all people if you are low 
income, obviously you probably shouldn’t be buying it. And that is 
a suitability issue, and if you have a lot of income, there may be 
other types of products that are out there that might substitute for 
long-term care insurance. 

Mr. Walden. All right. And but your recommendation is that 
Congress, if it is to adopt a nationwide standard, should first look 
to the good work of the States and especially the 30 States that are 
in the compact for the floor, for the minimum, and then not over- 
ride State’s authority in this area? 

Mr. Kreidler. States will still have authority for consumer pro- 
tection, but this would be one way of raising the standard nation- 
ally by having the long-term care standards that are adopted as 
part of the compact, and by virtue of that you are going to be in 
a position then to make sure that you have made sure that the 
products that are out there are going to be ones that are going to 
be better suited for the market. 

Mr. Walden. On the next panel we are going to hear from some 
providers, some of whom have virtually no complaints and some 
that have, don’t have quite that record, and a lot of that may be 
from the past. I guess the question I would have from you all, you 
are the regulators. Right? Of these policies and plans. Correct? In 
your States. And so what assurance do we have that your com- 
patriots in the regulatory bodies around the country are now tak- 
ing the steps necessary to ensure that at least the kinds of prob- 
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lems that were identified in the New York Times’ story aren’t re- 
curring today? 

Mr. Dilweg. I think, Congressman Walden, we felt the data call 
was really an important first step to get 

Mr. Walden. Right. 

Mr. Dilweg [continuing]. A market look, what is happening in 
80 percent of the market. Here it has been 18 years since these 
products are out there. To put it in perspective from just the State 
of Wisconsin, I have 145,000 policyholders in long-term care. I only 
get south of 100 complaints a year. So that fits a profile of it is 
working. 

Mr. Walden. All right. 

Mr. Dilweg. And I think 

Mr. Walden. I wish I only got that many complaints. 

Mr. Dilweg. But I do think there are some clear challenges on 
how these claims are triggered. You are with a company for 15 
years, and you start triggering claims and really digging into the 
suitability. I think Commissioner Kreidler mentioned it, but one 
thing we always urge consumers, do not make this decision in a 
vacuum. 

Mr. Walden. Right. 

Mr. Dilweg. When someone shows up on your doorstep, talk to 
your accountant, there are other financial tools out there. 

Mr. Walden. Could I hear from the other members, and I have 
only got a minute left in my time but — for this topic. What assur- 
ance? 

Mr. McCarty. Well, and, again, I think we go back to the com- 
prehensive market investigation that was conducted on Conseco. 
We have a number of tools available, individually as states and col- 
lectively through the National Association, through our Market 
Analysis Working Group, where individual states can note, can 
identify potential practices and notify the rest of the states so we 
can set up a multi-state like was done with Conseco. 

Mr. Walden. Right. 

Mr. McCarty. And they are on a very strict monitoring plan at 
this time. As I said, they have a $10 million fine that will kick in 
for failure to meet benchmarks for both companies. Everyone in the 
regulatory community is keenly aware of the business practices of 
those two companies, Penn Treaty and Conseco, and I can assure 
you we will be vigilant and diligent in protecting the consumers 
and monitoring them on a collective basis. 

Mr. Walden. OK. Sir. 

Mr. Dinallo. I think you are in a very new product, a young 
market here, so I don’t think it is entirely embarrassing that to 
some extent there was a learning curve in the New York Times’ ar- 
ticle and others 

Mr. Walden. Right. 

Mr. Dinallo [continuing]. Brought this to bear. I have only been 
in the position for 18 months, but in the last 18 months I can as- 
sure you that the consciousness around this product and the con- 
sumer protection issues and the market conduct exams and the 
NAIC committees are really ramped up tremendously. And I think 
that could sound like we are reactive, but here I think from all the 
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states together it just seems to me that that is kind of indicia of 
a new product and marketing formation. 

Mr. Walden. All right. And I know my time has — Mr. Kreidler. 

Mr. Kreidler. The complaints that we get and the New York 
Times’ article, it is one of those things where when you fully com- 
ply, it showed the State of Washington with a significant number 
of complaints. I think it was because we were vigorous in making 
sure we registered all of our complaints. So sometimes you get pe- 
nalized for doing that. 

Mr. Walden. Right. No good deed goes unpunished. 

Mr. Kreidler. Exactly. The thing that I saw or see is that the 
complaints that we get aren’t on companies paying on policies, and 
it is one of making sure that, or it is the issue raised by the rate 
increases. That is the one that by far is the most painful for me, 
and some of those early companies were, quite frankly, we didn’t 
understand the assumptions, and they weren’t applied. We have 
learned a lot, as Commissioner Dinallo just pointed out. 

Mr. Walden. All right. Thank you. You have been most gen- 
erous, Mr. Chairman. Thank you to our panelists. Appreciate it. 

Mr. Stupak. Let me just ask two quick questions if I may, and 
anyone who wants to answer it, go ahead. 

It is my understanding there are only two states, Florida and 
California, that have a provision that you can only look back 2 
years to deny a claim. Is that right, Mr. McCarty? 

Mr. McCarty. To the best of my knowledge that is correct. 

Mr. Stupak. OK. Well, without this 2-year limit, don’t you really 
sort of have an open-ended opportunity for a company to look back 
to deny a claim that can go all the way back, and as we saw with 
some of the other folks, some of these people are older, they may 
be suffering from some dementia. The NAIC has not included any 
kind of a rule, look back rule in their provisions or in its model. 

Why not? What can we do to encourage that all states adopt this 
type of rule? 

Mr. McCarty. Well, this is certainly in the subject of a spirited 
debate among regulators. First of all, I think the industry makes 
a compelling argument that in no case should you allow for fraud 
to be perpetrated in the issuance of a policy or in the payment of 
a claim. 

The counter-veiling side of that, however, is these folks who buy 
into these contracts and they go into claim, they are generally in 
poor physical health and have, not of sound mind and are in no po- 
sition — 

Mr. Stupak. To argue. Yes. 

Mr. McCarty [continuing]. To provide that evidence. Florida has 
been very successful in pursuing that. Unfortunately, I think there 
is, I think it is a reasonable debate to have. I think reasonable men 
and women can differ as to whether or not, what is the most impor- 
tant public policy issue with regard to payment of claims, whether 
or not we should use our resources and bear out fraud wherever 
it is, but in a case of a senior product such as long-term care, we 
believe that the better public policy issue is to err on the side of 
someone who is in their 80s or 90s filing a claim would be very dif- 
ficult for them to go to Court and make a case as to what they 
knew at the time they entered into the contract. 
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That would be my preference, and I think this is going to be an 
ongoing debate as this issue evolves. 

Mr. Stupak. Let me ask you one more. It seems like the older 
policies when we first did this long-term care insurance was sup- 
posed to wrap around Medicare benefits, you had that 3-day hos- 
pital stay. Now people go to their doctor or elsewhere and the doc- 
tor is saying, no, that is it. You are going right to assisted living. 
And these policies don’t kick in. 

So how can we address that? That is the complaint I get the 
most. Well, I only was at the hospital overnight, and the doctor 
won’t let me go home, and the family is saying I shouldn’t go home 
because I have fallen too many times. But I have this 3-day rule. 

So how do we address that, Mr. Dilweg? 

Mr. Dilweg. And I think we have raised it somewhat with the 
independent review. I find the independent review is very — it 
works very well currently under what is medically necessary under 
health insurance. Almost all States have an independent review 
that says, well, no, this is medically necessary. 

So I think we are looking at how to implement that in a long- 
term care policy setting, but you raise some issues. It is not just 
a physician now making this decision. It could be a variety of dif- 
ferent people. So how do we wrap around the issue and make it 
work, and that is really what we are embarking on right now? 

Mr. Stupak. Mr. Pomeroy, do you have a question or two? 

Mr. Pomeroy. Mr. Chairman, it is very kind of you to give me 
the courtesy of asking a question. I got a couple. 

First of all, I just want to express my appreciation to this panel. 
The grasp, the sophisticated grasp at the Commissioner level of 
coverage has been very evident in the testimony each of you have 
offered. I just think about NAIC. You have come a long way, baby, 
when it comes to long-term care insurance. 

A nursing home event in a person’s life is a catastrophic financial 
event. Insurance industry responds to those points of risk by trying 
to create products that can allay the risk through an insurance 
mechanism. 

So, this was a fine theoretical exercise we all undertook, and we 
talked about how regulation has evolved. I think we should also 
note the industry has put an awful lot of innovation and work and 
risk, a good deal of financial capital, especially those that want to 
get it right, and that is not universal, to meet this need. I am very 
pleased that baby boomers have a better means to protect them- 
selves as a result of all this good work. 

A couple of questions. One, I think it was Bonnie Burns who 
mentioned they require now coverage of lesser degrees of care. I 
guess it was one thing that has changed since looking 20, Jay Ins- 
lee talks about looking 25 years out. Care has evolved. It was insti- 
tutional when I was an Insurance Commissioner. Now it is largely 
non-institutional but still EDL triggered and all the rest of it. 

Do most States require now coverages to cover more than the in- 
stitutionalized nursing home? 

Mr. Dilweg. I think what you are seeing, Congressman Pomeroy, 
is evolution in the benefits as well. I think one of the problems was 
claims were coming in that were only for nursing home care, but 
as we institute our Partnership Plan in Wisconsin, you do get into 
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the reciprocal questions of your policy was bought in California; 
you are looking at the state, now not insurance issues but the State 
Health Department definitions of licensed facilities or licensed as- 
sisted living. And so there is a whole ongoing reciprocal discussion 
that we go through, an exercise that we have to go through if that 
policy then, they trigger it in Wisconsin, how do we match up to 
California. And that is my Department of Health and Family Serv- 
ices. 

So but it does really trigger off the State licensing standards, 
which differ, as you know, throughout all the States. 

Mr. Pomeroy. Is there an evolution of product to a cash benefit 
so even if you are paying care in the home or something that you 
have got a better array of protection given the kind of medical serv- 
ices you need? 

Mr. McCarty. You are absolutely right, Congressman. There has 
been an evolution away from having traditional nursing home care 
to other sites who are being, delivering those services, including 
home health services, and the most recent iteration of the model 
does require services other than nursing home. And you are seeing 
the marketplace respond in that way by offering a number of prod- 
ucts out there, including home healthcare. 

Mr. Pomeroy. Good. On the notion we tinkered with non-for- 
feiture benefit, in light of the tremendously pre-funded dimension 
of this premium, but on the other hand that really drew, drove af- 
fordability questions, stripping away the coverage for people who 
needed it but could no longer afford it. This business of in case of 
significant rate increase, you are going to have a partial paid out 
benefit, or you are getting a chance to go back in and negotiate 
down the coverage that you have in order to stabilize rates. I think 
these are very interesting concepts. 

Have other states tried what California tried here, and what is 
the experience? 

Mr. Dilweg. It is our requirement in Wisconsin, it is something 
that I think is a very unique benefit to long-term care. Even if you 
did not opt into the non-forfeiture benefit, you have the opportunity 
to get even your full payment back upfront. So it is a model that 
we could easily give back to you, how many states have adopted 
that fully. 

Mr. Pomeroy. Have you found rate shock in your State as a re- 
sult of this protection? 

Mr. Dilweg. I haven’t seen any different rate activity because of 
this. 

Mr. Pomeroy. I have a question for the New York Commissioner 
on partnership, New York being one of the four states that had the 
partnership experienced through the ’90s. I am wondering if your, 
it is our hope that we are going to save some Medicaid dollars, 
even while we develop means for people to protect themselves. 

Are you seeing after 10 years in the New York Partnership expe- 
rience any data that is going to be of interest to us? 

Mr. Dinallo. Well, I think that it is starting, and I think that 
it will get more so as more people participate in the program. I 
know the GAO report was slightly skeptical about what the savings 
would be, but our Department of Health people and the Insurance 
Department respectfully, we don’t really disagree. We just disagree 
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about the future, I think. I think as you get more people into the 
program and New York is committed to spend millions of dollars 
a year to try to promote and recruit people into the program, you 
will see savings to the Medicaid Program. 

I think it is definitely an economics of scale issue that is impor- 
tant to reach before you see those savings. 

Mr. Pomeroy. Just one closing comment. Commissioner Kreidler 
and I, in light of our prior work experience, each has responsibil- 
ities. I need to help Congress understand insurance commissioners, 
but he has the tougher job, help the insurance commissioners un- 
derstand Congress. 

Thank you very much. I commend the panel again. 

Mr. Stupak. Well, thank you. 

Mr. Shimkus, any more questions? 

Well, thank you, and thank you to this panel, and thank you 
very much for what you do on behalf of your constituents and all 
of our constituents. 

Thank you. 

On our third panel of witnesses we have Mr. Thomas M. “Buck” 
Stinson, who is President of Genworth Long Term Care at 
Genworth Financial; Mr. Thomas E. Samoluk, who is Vice-Presi- 
dent and Counsel for Government Affairs at John Hancock; Mr. 
John Wells, who is Senior Vice-President for Long-Term Care at 
Conseco; and Mr. Cameron B. Waite, who is Executive Vice Presi- 
dent for Strategic Operations at Penn Treaty Network of America. 

Gentleman, it is the policy of this Subcommittee to take all testi- 
mony under oath. Please be advised witnesses have the right under 
the Rules of the House to be advised by counsel during their testi- 
mony. Do you wish to be represented by counsel? 

Mr. Waite. I have counsel here. 

Mr. Stupak. OK. 

Mr. Waite. Just in the back. 

Mr. Stupak. We will go for no right now, but if you want to talk 
to counsel before you answer a question, please; we will just ask 
you to identify counsel at that time and then we will move forward. 

OK. So indicating you do not wish to be represented by counsel, 
at this time I am going to ask you to please rise, raise you right 
hand, and take the oath. 

[Witnesses sworn.] 

Mr. Stupak. Let the record reflect the witnesses replied in the 
affirmative. They are now under oath. 

We will begin with an opening statement. You have 5 minutes. 
A longer one will be submitted for the record. 

Mr. Stinson, on my left, we will start with you, sir. Would you 
want to begin with your opening statement? 

STATEMENT OF THOMAS “BUCK” STINSON, PRESIDENT, 
GENWORTH LONG TERM CARE 

Mr. Stinson. Thank you, Mr. Stupak, members of the Com- 
mittee. Thank you for extending an invitation to Genworth Finan- 
cial to testify at today’s hearing. 

My name is Buck Stinson. I am the President of Genworth Fi- 
nancial’s Long-Term Care Insurance business. Genworth Financial 
provides retirement income, life, long-term care, and mortgage in- 
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surance products to more than 15 million customers in 25 coun- 
tries. Our organization helped to pioneer long-term care insurance 
back in 1974, and today we are the largest, most experienced long- 
term care insurance provider in the country. We currently provide 
service to over 1.3 million policyholders and pay approximately $3 
million per day in long-term care benefits. 

Over the last 34 years Genworth has paid a combined total of 
$5.6 billion in claim benefits. In addition, we are very proud of the 
fact that we recently became the exclusive provider of long-term 
care insurance products to AARP members. 

Long-term care insurance is important for four reasons. First it 
generally provides peace of mind in a time of shifting and uncer- 
tain economic burdens. Second, it represents a critical part of a 
sound retirement plan, protecting assets, and preserving funding 
sources for future family needs. 

Third, it can serve to increase the number of care options avail- 
able to policyholders and their families. And finally, care coordina- 
tion and other information resources provide value beyond the pay- 
ment of financial benefits. 

We also know that this insurance has helped to protect Medicaid 
dollars for those who need it most. Long-term care insurance has 
evolved from nursing home coverage in the ’70s and ’80s to pro- 
viding care across all settings today. 

Only 75 percent of our initial claims were filed for services in 
policyholders’ homes. The issue of how policyholders claims were 
processed and paid is of interest to this Committee. You should 
know that over 95 percent of our claims are approved. Claims are 
turned down only if they aren’t covered in the policy. No one per- 
son at Genworth can deny a claim. If a claim is denied, a secondary 
review of the denial is conducted by a specialist who has not been 
previously involved in the claim, and a policyholder can contest the 
decision through an appeals process. 

Appeals are often reviewed by our chief medical officer, who is 
a physician and helps to ensure that all claim decisions are accu- 
rate and appropriate. As the largest provider of this important in- 
surance, we appreciate our responsibility in remaining strong fi- 
nancially and in the way we manage our company. Our business 
growth tragedy involves originating our own policies versus acquir- 
ing blocks. This has helped to preserve the continuity of our risk 
management disciplines. 

Our 34 years of experience provides unique insights for pre- 
dicting morbidity and mortality trends, and we take a conservative 
approach toward these risk factors to provide for stability over the 
long term. 

Our experience has shown extremely high retention rates from 
our policyholders, higher than originally anticipated. This higher 
persistency was the primary driver of our decision to recently re- 
quest our first rate increase in 34 years, an amount of 8 to 12 per- 
cent on policies introduced up through 1997, which would increase 
the average policyholders’ payments by less than $20 a month. 

We are confident that our current policies will adequately pro- 
vide for the long-term care needs of policyholders 20 to 30 years 
from now. The policies we sell today include coverage for a wide 
array of care providers including formal and informal homecare 
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and flexible definitions of assisted care facilities to accommodate 
the change in care delivery environment. 

Additionally, our policies contain an alternate care benefit that 
allows for payment of services not specifically covered within the 
policy benefit language. Examples include in-home safety devices, 
community-based services, and medical response devices. In terms 
of how Federal and State governments could support broader adop- 
tion and penetration of private long-term care insurance policies, 
consistency matters. Whether it be a broader adoption of the NAIC 
model regulations at the State level or consistency through a fed- 
eral charter. Either approach would be helpful from both a con- 
sumer and public policy standpoint. 

In closing, I would like to underscore to this committee that this 
is a very important insurance product that is a critical part of the 
public and private solution to America’s long-term care dilemma. 
We appreciate our obligations to market and administer this prod- 
uct appropriately, knowing that our customers have provided us 
with precious dollars on the promise that we will uphold our com- 
mitments. 

Thank you for inviting me to testify this morning. I would be 
pleased to answer any questions that you might have. 

[The prepared statement of Mr. Stinson follows:] 
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INTRODUCTION 

* Mr. Stupak, Members of the Committee, thank you for extending an invitation to Genworth 
Financial to testify at today's hearing. 

* My name is Thomas (Buck) Stinson. I am the President of Genworth Financial’s Long Term 
Care insurance business. Genworth Financial is a Richmond, Virginia-based company which 
provides retirement income, life, long term care, and mortgage insurance products to more than 
15 million customers in 25 countries. 

* Our organization helped to pioneer long term care insurance back in 1 974, and today we are the 
largest, most experienced, long term care insurance provider in the country. 

* We currently provide service to over 1 .3 million policyholders and pay approximately $3 million 
per day in long term care benefits. Over the last 34 years Genworth has paid a combined total of 
$5.6 billion in claims benefits. We are very proud of this fact as this coverage has saved 
thousands of families an enormous financial and emotional toll. 

■ Importantly, we also know that this insurance has helped to protect Medicaid dollars for those 
that need it most. 

* We take our responsibility as a market leader very seriously. Our Long Term Care insurance 
offering is a key element of Genworth’s overall Financial Security strategy. 

■ The long term nature of this product and extremely high policyholder retention requires a 
focused and prudent approach towards underwriting, pricing and customer service. 
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■ We know that well over half of the population over age 50 will need some form of long term care 
services during their remaining lifetime. 

■ Above all, we have a very strong record of paying claims. We believe our process for handling 
claims is best-in-class and we have over 250 Genworth associates specifically dedicated to 
handling the claims needs of our long term care policyholders. 

DESCRIPTION OF LONG TERM CARE INSURANCE 

* Long term care insurance is important for four reasons: First, it generally provides peace of 
mind in a time of shifting and uncertain economic burdens. Second, it represents a critical part 
of a sound retirement plan - protecting assets and preserving funding sources for future family 
needs. In certain cases on the more severe claims, it can prevent the need to access Medicaid 
funds. Third, it can serve to increase the number of care options available to policyholders and 
their families. Finally, care coordination and other information resources provide value beyond 
the payment of financial benefits. 

■ Long term care insurance covers expenses for home health care, nursing homes, and assisted 
living facilities when a policyholder is chronically ill, as defined by the federal HIPAA (Health 
Insurance Portability and Accountability Act) statute. Specifically, a policyholder is chronically 
ill when they either need assistance with two or more activities of daily living (such as bathing, 
dressing, and feeding themselves) or they need assistance because of severe cognitive 
impairment, such as Alzheimer’s disease. 

* 40% of our claimants file claims based on cognitive impairment, the majority associated with 
Alzheimer’s disease. 

■ Many people often link long term care insurance with nursing homes, but this is outdated 
thinking. Long term care insurance has evolved from nursing home coverage in the 1970’s and 
80’s to providing care across all settings today. In fact, 75% of our initial claims are filed for 
services in the policyholder’s home. 

■ In addition, today’s long term care insurance products offer care coordination services to develop 
plans of care for policyholders and help in finding caregivers. For our customers, the policy is 
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not just about avoiding the devastating expense of long term care needs, but also about having 
access to quality care and information, 

• Long term care insurance covers services for chronic conditions that aren’t generally covered by 
health insurance or Medicare and may be provided by state Medicaid programs once an 
individual spends ail of their assets and becomes destitute. And unlike Medicaid, which 
typically only covers institutional care, long term care insurance covers home health care, 
including informal caregivers. 

■ Spending down to Medicaid eligibility isn’t necessarily a seamless transition, and oftentimes 
adult siblings or the children of adults who need care find themselves spending their own 
savings, college tuition accounts for their kids, or even borrowing home equity to pay for their 
family member’s care until they arrive at nursing home care through Medicaid. 


CLAIMS PAYMENT 

■ The issue of how policyholder claims are processed and paid is of interest to this committee, and 
I’d like to highlight some of the key steps in Genworth’s claims process, which I believe has 
helped us become an industry leader and a trusted name in the market. 

Claim Notification 

o Our insured or his/her representative contacts Genworth Financial to notify us 
of a claim by telephone (toll free line). Hours of the call center are 9 am to 8 
pm ET Monday through Friday. No forms are required to initiate this process 

o A Genworth associate answers all calls to the claims call center. Our insured 
does not have to go through a complicated menu to reach a live person. 

o All calls are recorded and a sample is monitored each week to ensure fair and 
compassionate treatment of our insured. 

o The Claims Service Representative clarifies policy benefits and reviews 
benefit eligibility criteria. 
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Claim Intake 

o An Intake Nurse will contact our insured or his/her representative within 48 
hours on business days to offer assistance with obtaining care and services. 
The Intake Nurse also explains the claims process and answers any other 
questions of the insured or family. 

o The Intake Nurse sends claim forms for two day delivery to our insured. Much 
of the information like name, address, assigned claims number, etc. is pre- 
printed on the claims form to reduce the paperwork burden. 

o The Intake Nurse can also make a referral to Care Scout, a Genworth Affiliate, 
who provides information about care providers in the local area. 

o A care coordinator is assigned to our insured at this point. 

o All Intake calls are recorded and a sample of intake calls is monitored each 
week to ensure fair and compassionate treatment of our insureds. 

Care Coordination 

o Geriatric professionals provide care coordination services. Genworth 

Financial contracts with a third party to provide these services to our insureds. 
These professionals do not make adjudication decisions. They provide 
information on the current care environment and needs. 

o Care coordination services include an in-home comprehensive assessment, 
home safety check, referrals to local support services (e.g. meals on wheels), 
development of plans of care, ongoing monitoring of care needs and 
assistance with locating home health care agencies. 

o The care coordinator that conducts the in-home assessment provides 

assistance with completing the claims forms and mails them to Genworth to 
ensure timely handling. 
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Initial Eligibility' 

o Each insured is assigned a Benefit Analyst (Claims Examiner) who will 
contact our insured/or representative by telephone to explain the process 
again, communicate next steps, and answer any questions. 

o The Benefit Analyst begins the gathering of supporting documentation from 
the required sources (i.e. direct to facilities, medical providers, care providers, 
etc.) to determine benefit eligibility. 

o Until benefit eligibility is determined, the Benefit Analyst will communicate 
status to the insured/or representative that includes communication of any 
outstanding items. 

o Genworth approves 95% of submitted claims. At time of approval the Benefit 
Analyst contacts our insured/or representative telephonically and in writing 
and reviews the benefit payment. Next, the Benefit Analyst requests 
implementation of the plan of care and provides copy of the plan of care to our 
insured and the attending physician. 

o In the event our insured and/or a provider does not satisfy benefit eligibility 
requirements, the claim file is referred to a Claims Technical Specialist for a 
complete secondary review. If the Claims Technical Specialist concurs with 
the declination, the Benefit Analyst will contact our insured telephonically and 
in writing of the determination. The communication will always include the 
basis of our determination, as well as information on how to appeal the 
decision. 

o Reasons for a denial include the policyholder receiving care from a provider 
not covered under the policy, or the policyholder not meeting the conditions 
that would trigger benefits - that is, not needing help with two or more 
Activities of Daily Living as defined by HIPAA or not being cognitively 
impaired. 
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o Benefit Analyst decisions and payments are audited extensively against 
standard operating procedures and feedback is provided regularly. In addition 
to decisions, correspondence and documentation are also audited each month. 

Ongoing Payment 

o Approximately 400 new claims are opened each week. Payments are made 
monthly to our insured on their designated payment date. This provides a 
predictable stream of payments. The insured may elect to receive monthly 
payments through electronic funds transfer. Currently 40% of our insureds opt 
to have payments directly deposited to their account. Genworth pays 
approximately $3 million per day and has paid over $5.6 billion in total 
benefit payments to over 130,000 policyholders since 1974. 

o Benefit calculations are automated in the claim system specific to the policy 
benefits. This ensures the accuracy of benefit payments. 

o All conversations with the Benefit Analyst are recorded and a sample is 
monitored each week to ensure fair and compassionate treatment of our 
insureds. 

o The Benefit Analyst reviews the claim regularly and remains in contact with 
our insured/or representative and care coordinator to determines if care needs 
have changed. 

* As it relates to those claims that are denied, only those claims that do not meet the requirements 
of the customer’s policy are denied. As highlighted in the process description above, every time 
a claim is denied, a secondary review of the denial is conducted by a specialist who has not been 
previously involved in the claim. Only after that second review, is the policyholder notified of a 
denial. No single employee at Genworth may deny a claim on his or her own. If the 
policyholder still feels that the claim is warranted or if new information is available, there is an 
appeals process whereby a policyholder or their family can contest the decision. These appeals 
are often reviewed by our Chief Medical Officer, a physician who helps to ensure that any 
decision to deny a claim is accurate and appropriate, our Chief Operating Officer and myself. 
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MARKETING LONG TERM CARE INSURANCE 

* Purchasing long term care insurance is a smart decision for many people, but we recognize that it 
is not appropriate for all people. We abide by strict suitability standards as provided for under 
the National Association of Insurance Commissioner’s (NAIC) Model, to ensure that only 
consumers with appropriate income thresholds purchase a policy. This generally prohibits 
marketing to individuals with less than $30,000 in household income. 

* Genworth’s long term care insurance products are sold by dedicated specialists, independent 
individual and group brokers and financial planners, and through affinity relationships like 
AARP. All individuals who market our products are subject to their respective state 
requirements for Life and Health insurance licensing, which may require additional continuing 
education credits for state partnership policies. 

* We believe it is critically important that people recognize the need for long term care and we 
recognize that consumers must have access to information on long term care options and benefits 
available to them and their families. That is why we conduct an annual Cost of Care Survey, 
which details the cost of care in cities and states across the country for long term care services 
provided in the home, in adult day care centers, in assisted living facilities, and in nursing homes. 

* We also believe that education and awareness programs are very effective. The Own Your 
Future campaign led by Health and Human Services is one such example of how education and 
awareness can help people leam about long term care and gain access to valuable information on 
how to plan for possible future care needs for themselves and their families. 

■ Long term care insurers have continued to work with the NAIC to develop and implement 
additional consumer safeguards, including protections against arbitrary rate increases, enhanced 
disclosure requirements, and flexibility for consumers to adjust their policy benefits to meet 
future needs and reduce costs. 


RISK MANAGEMENT 

• As the largest provider of this important insurance, we appreciate our responsibility in remaining 
strong financially and in the way we manage our company. There are four primary drivers of 
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economics in a long term care insurance product: Morbidity, Mortality, Investment Yield and 
Voluntary Lapses. Our business growth strategy involves originating our own policies versus 
acquiring blocks. This has helped to preserve the continuity of our risk management disciplines. 

■ Our 34 years of experience provides unique insights into the costs of long term care and 
Morbidity trends. Our experience with this line of business and that of the general insurance 
industry provides a good basis for predicting Mortality patterns. Due to the long tail nature of 
the liability, we deploy a relatively conservative investment strategy and generally invest in long 
term assets to match the liability duration. 

■ The single largest driver of performance on the older policies we service was the Actuarial 
assumption for voluntary lapses, which was originally predicted to be 5.5%, but has actually 
turned out to be closer to 1%. 

* The voluntary lapse assumption was the primary driver of our decision to request our first rate 
increase - an amount of 8- 1 2 percent on policies introduced up through 1 997, which would 
increase the average policyholder’s payments by less than $20 per month. 

* Genworth retains the right to raise rates on its long term care insurance policies, but not on the 
basis of individual circumstances, such as age or health. Genworth Financial can only raise rates 
on a class-wide basis and can only do so based on state review/approval. 

HOW GENWORTH ANTICIPATES AND PLANS FOR FUTURE LONG 
TERM CARE NEEDS 

* We are confident that our current policies will adequately provide for the long term care needs of 
policyholders 20 to 30 years from now. The policies we sell today include coverage for a wide 
array of care providers including formal and informal homecare and flexible definitions of 
Assisted Care Facilities to accommodate the changing care delivery environment. 

■ Additionally, our policies contain an Alternate Care Benefit that allows for payment of services 
not specifically covered within the policy benefit language. Examples include in-home safety 
devices, community based services, and medical response devices. 
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• Genworth is also proud to be a thought leader for the long term care industry, and we have 
worked hand-in-hand with policymakers and opinion leaders through initiatives such as the 
National Commission for the Quality of Long Term Care in order to ensure that the industry is 
providing the types of care and the quality of care that consumers need. 

" In addition, our annual National Long Term Care Symposium brings together leaders from 
government, industry and consumer groups to talk about important issues and discuss possible 
solutions to challenges in the long term care industry. We also have a long term relationship 
with the National Alzheimer’s Association, and work directly with their call center to connect 
policyholders to local Alzheimer’s Association chapters. 


CHANGES IN STATE & FEDERAL POLICIES 

* Medicaid spending on long term care alone is now over $ 100 Billion annually, which many say 
cannot be sustained for very long. Most of Medicaid’s spending goes to nursing homes because 
of an institutional bias that dates back to the program’s original design. Medicaid only now 
provides for limited home-based care through state-specific waiver programs. 

■ We have learned that there is no one-size-fits-all solution to solve the long term care financing 
problems that are looming for millions of Americans. In the end, many different approaches 
will have to be applied if we are to solve the problem. 

■ The State Partnerships for Long Term Care and the Own Your Future campaign are two 
examples of how both federal and state government can work together to better ensure that more 
Americans are planning ahead. 

■ Partnership policies allow for an individual to receive private long term care insurance benefits 
with the confidence of Medicaid as a backstop should they exhaust their coverage. This 
program has been a huge success, heralded by Governors across the country, and is now 
available in 18 states. 

■ To date, with over 265,000 policies sold, only 2 1 3 people - less than 1 % of individuals - have 
exhausted benefits and had to utilize Medicaid. 
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* Recent regulatory changes also made it possible to bring to market new products that link long 
term care insurance with annuities and life insurance products, which may help instill greater 
value of these products among more Americans. 

■ In terms of how federal and state governments could support broader adoption and penetration 
of private long term care insurance policies, consistency matters, whether it be a broader 
adoption of the NAIC model regulations at the state level, or consistency through a federal 
charter. Either approach would be helpful from both a consumer and public policy standpoint. 

■ Our view of a solution to the long term care financing dilemma would involve private insurance 
paying first dollar of coverage, with the government playing more of a “re-insurers” role, and 
the focus being on the consumer segment that represents the greatest risk to Medicaid. 


CONCLUSION 

* In closing I would like to underscore to this committee that this is a very important insurance 
product that is a critical part of the private/public solution to America’s long term care dilemma. 

* We seriously appreciate our obligations to market and administer this product appropriately, 
knowing that our customers have provided us with precious dollars on the promise that we will 
uphold our commitments. 

* At Genworth we manage our company with two guiding principles in mind; meet the needs of 
our customers today with best-in-class service, and keep our company strong so that we can meet 
the needs of our customers in the future. 

* Long term care insurance is a complex type of insurance company to operate for a variety of 
reasons - not the least of which is the fact that we provide care for family members and loved 
ones who can no longer care for themselves. It’s a very emotional experience for a family to go 
through. 

■ At Genworth, we are proud of the products and services we offer and the way in which we 
conduct ourselves in carrying out our business. 
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■ Thank you for inviting me to testify this mottling. I would be pleased to answer any questions 
that you have. 
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Mr. Stupak. Thank you. 

Mr. Samoluk. Am I saying that right? 

Mr. Samoluk. Samoluk. 

Mr. Stupak. Samoluk. All right. You are the Vice-President and 
General Counsel for Government Affairs at John Hancock. Your 
testimony, please, sir. 

STATEMENT OF THOMAS SAMOLUK, VICE PRESIDENT AND 

COUNSEL, GOVERNMENT AFFAIRS, JOHN HANCOCK LIFE IN- 
SURANCE COMPANY 

Mr. Samoluk. Thank you, Mr. Chairman, and my thanks to 
Ranking Member Shimkus for being here on what we view as an 
important hearing. I am Tom Samoluk, Vice-President for Govern- 
ment Relations at John Hancock Life Insurance Company. As one 
of the largest insurers in both the group and individual long-term 
care insurance markets, we are pleased to have the opportunity to 
be here today. 

I would like to take the opportunity to thank Congressman Pom- 
eroy for his leadership on the Cafeteria Bill as well as in the last 
Congress, his leadership on the Partnership Legislation. Thank 
you, Congressman. 

John Hancock was chartered in 1862. We have been writing LTC 
insurance since 1987, and any product we sell must be worthy of 
our brand and reflect our reputation in the marketplace. 

Private insurance will play an increasingly important role as a 
source of funding for long-term care needs in the coming years. We 
will continue to develop products that meet consumer needs and 
deliver on our promise at claim time. Our commitment to pro- 
tecting the interests of our more than one million in force LTC in- 
surance policyholders and all future policyholders is unequivocal. 

The laws and regulations governing the industry at the federal 
and State level have kept pace for the benefit of consumers and the 
marketplace. Our company actively supports the current NAIC 
model, LTC Insurance Act, and regulation. In fact, John Hancock 
has demonstrated a history of proactively meeting new NAIC con- 
sumer protections throughout the nation in advance of their ulti- 
mate State adoption, and I give you an example. 

We have already begun the process of launching an independent 
third-party review for newly-issued policies in advance of NAIC or 
States requiring us to do so. Under our provision the decision of 
the independent third party is binding on us, John Hancock, but 
not on the policyholder, and we pay the entire cost. 

We have chosen to proactively implement this enhancement now 
to give our policyholders additional peace of mind. Our goal is to 
continue to deliver the highest level of service and advice at the 
time of claim. 

The following facts briefly tell our claim story. We have paid 
more than $8.1 billion in LTC insurance claims to over 40,000 pol- 
icyholders since 1987. In 2007, alone more than 17,000 policy- 
holders received benefits, and we paid more than $375 million in 
LTC claims. We currently hold more than $8.1 billion in LTC in- 
surance reserves to pay for current and future claims. We survey 
100 percent of our claimants following benefit eligibility determina- 
tion, and this year to date the vast majority of those who re- 
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sponded rated their overall level of satisfaction with our perform- 
ance as very satisfied or satisfied. 

But the statistics I have given you are only part of the story. Our 
claims process ensures and delivers a superior policyholder experi- 
ence. Customer advocacy is absolutely central to our claims model. 
Policyholders and their family members are assisted throughout 
the claims process by skilled, licensed healthcare practitioners to 
ensure that they optimize all the available services and benefits of- 
fered by the coverage. 

Product design has evolved to reflect the change in long-term 
care delivery environment and the changing needs of consumers as 
we have heard today. John Hancock has been a leader in innova- 
tive product design. 

We also believe that the Federal Government can, in fact, expand 
its role to encourage more individuals to protect themselves with 
private long-term care insurance and to reduce the drain on Fed- 
eral and State Medicaid budgets. 

We look forward to the enactment of Congressman Pomeroy’s bill 
on the Cafeteria Plan, and that also relates to flexible spending ac- 
counts. We believe that consumers would be better served with an 
operational interstate compact and ultimately an optional federal 
charter that would allow for uniform policies without variations 
from State to State. 

At John Hancock it is our mission to ensure that our long-term 
care insurance policyholders are, in fact, protected for the long 
term. We are committed to maintaining and justifying consumer 
confidence in this increasingly important retirement protection 
product. 

Mr. Chairman and Mr. Shimkus, we thank you for the oppor- 
tunity to appear today and would be glad to answer any questions 
that the panel has. 

[The prepared statement of Mr. Samoluk follows:] 
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John Hancock believes that private insurance will play an increasingly important role as a source of funding for long- 
term care needs in the coming years. It is our intent to retain our leadership position in this arena by continuing to 
develop products that meet consumer needs, by properly underwriting the coverage before the policy is issued, and by 
delivering on our promises at claims time. Our commitment to protecting the interests of our more than one million in- 
force long-term care insurance policyholders and all future policyholders is unequivocal. 

Long-term care insurance has evolved over time to continually meet the demands of consumers. We believe the laws 
and regulations governing the industry at the federal and state level have kept pace for the benefit of consumers and the 
marketplace. Our company actively supports the current NAIC Model Long-Term Care Insurance Act and Regulation 
(“NAIC Models”). In fact, John Hancock has a demonstrated history of proactively meeting new NAIC consumer 
protection standards throughout the nation in advance of their ultimate state adoption. As an example, although it was 
only in December of 2006 that the NAIC adopted its new producer training requirements for long-term care insurance, 
John Hancock has undertaken a nationwide effort to implement the new training, in advance of states requiring us to do 
so. We believe that all parties benefit by our producers meeting these valuable training requirements as soon as possible. 

For over 20 years, we have made it our business to deliver on the promises we have made to our long-term care 
insurance policyholders. We are there for our policyholders and their families when they need us most. Our goal is to 
deliver the highest level of service and advice at time of claim. 

The goal of John Hancock’s claims process is to ensure a superior policyholder experience. As a result, patient advocacy 
is central to our claims model. Policyholders and their family members are assisted throughout the claims process by 
skilled, licensed health care practitioners to ensure that our policyholders are optimizing all the available services and 
benefits offered by the coverage. 

John Hancock is now in the process of launching an independent third party review enhancement for our currently 
marketed products. Under our provision, the decision of the independent third party is binding on John Hancock, but not 
on the claimant, and we pay the entire cost for the services performed by the independent third party. We have chosen to 
proactively implement this enhancement now to give our policyholders additional peace of mind. 

John Hancock has been a long-standing, strong and vocal advocate of the NAIC Model rate stabilization provisions. As 
early as September 2000, John Hancock provided testimony before the Senate Special Committee on Aging, along with 
then Kansas Insurance Commissioner and Vice President of the NAIC, Kathleen Sebelius, in support of these important 
consumer protections. 

Policies have evolved significantly since the early days of long-term care insurance and comprehensive, tax-qualified 
long-term care insurance policies are by far the vast majority of policies being sold today. Product design has also 
evolved to reflect the changing long-term care delivery environment and the changing needs of consumers. It is now 
common for plans to include stay-at-home benefits, home and community care benefits, assisted living benefits, 
coverage in adult day care centers, residential care facilities, and dementia facilities as well as coverage in nursing 
homes. John Hancock has been a leader in innovative product design. 

We believe that the federal government can expand its role to encourage more individuals to protect themselves with 
private long-term care insurance and to reduce the drain on federal and state Medicaid budgets. We urge Congress to 
provide additional funding for the Long-Term Care Awareness Campaigns. We also look forward to the enactment of 
the Long-Term Care Affordability and Security Act of 2007 (sponsored by Mr. Pomeroy in the House and Mr. Grassley 
in the Senate), which would encourage employees to take personal responsibility for their long-term care needs by 
including long-term care insurance premiums in cafeteria plans and through Flexible Spending Arrangements on a pre- 
tax basis. We also believe that consumers will ultimately be better served with an operational Interstate Compact and an 
Optional Federal Charter, which would provide speed-to-market efficiencies and allow for uniform policies without 
variations from state to state. 
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Good afternoon, Mr. Chairman and members of the Committee. I am Thomas Samoluk, 
Vice President of Government Relations at John Hancock Life Insurance Company in 
Boston. As one of the largest insurers of both group and individual long-term care 
insurance, John Hancock welcomes the opportunity to appear before you today and 
address the important subject of long-term care insurance. 

John Hancock was chartered in 1862. The company’s parent, Manulife Financial 
Corporation, ranks as the 6 lh largest public life insurer in the world and the 2 nd largest in 
North America, based on market capitalization as of June 30, 2008. We have been 
writing long-term care insurance since 1987. The importance to us of the John Hancock 
brand and our reputation cannot be overstated. We believe that any product we sell must 
be worthy of our brand and reflect our reputation in the marketplace. 

We are committed to both the group and individual long-term care insurance 
markets. Based on long-term care insurance in-force premium, John Hancock ranks first 
in the employer group market and second in the individual market and ranked first for 
total sales in 2007.' We are one of two companies insuring and administering the 
Federal Long Term Care Insurance Program. We currently have more than one million 
long-term care insurance policyholders. To date, John Hancock has paid more than $1 .8 
billion in long-term care insurance claims for over 40,000 policyholders and we hold 
more than $8.1 billion in reserves to support our current and future long-term care 
insurance claimants. 2 We believe that a history of financial strength and stability is 
important for consumers considering the purchase of long-term care insurance and can be 


' L1MRA, Individual and Group LTCI Sales Surveys for 2007. 

2 Based on John Hancock internal data as of 12/31/2007. Includes individual and group LTC insurance, and 
50% of the Federal Long Term Care Insurance Program. 
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a market differentiator. John Hancock has some of the highest ratings for financial 
strength and stability. 

The following are our current financial ratings. 


John Hancock Life Insurance Company 3 

Standard & Poor’s 

AAA (Extremely Strong*) 

Moody’s 

Aa2 (Excellent) 

A.M. Best 

A++ (Superior*) 

Fitch Ratings 

AA+ (Very Strong) 

Comdex 4 

99 out of 100 


’Denotes the highest rating given to any company. 


The importance of the role of private long-term care insurance was recently cited 
by one of our trade associations, the American Council of Life Insurers, in a July 1 8, 

2008 letter to you, Mr. Chairman, and members of the Committee, from its President & 
CEO, Mr. Frank Keating. I’d like to take the opportunity to quote from that letter. 

“Long-term care insurance is a crucial component of retirement planning, 
particularly in this era when long-term care needs and costs continue to rise as 
America’s baby boom generation begins to retire. Long-term care insurance helps 
the average American avoid excessive strains on family and finances while also 
providing policyholders with the dignity of choice by covering a wide range of 
services in a variety of settings. . . 

Long-term care can also present a future financial crisis for the 
government. Increasing costs spell greater burdens on Medicaid, which provides 
financial coverage when older adults and people with disabilities exhaust their 
assets and qualify for Medicaid benefits. Long-term care insurance can cover the 


3 Ratings as of 6/30/2008. 

4 Comdex is a composite of financial strength ratings as judged by S&P. Moody's, AM Best and Fitch. It gives 
the average percentile ranking in relation to all other companies that have been rated by the rating services. For 
more information, go to www.lifelinkpro.com (VitalSigns). 
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costs of services, protecting retirement savings and lessening the burden placed on 
families. 

The need for long-term care affects most families and a sound financial 
plan should include a way to pay for these expenses. Today, the purchase of 
long-term care insurance is the best way for families to prepare for and manage 
these costs. . .” 

Long-Term Care Insurance: Are Consumers Protected for the Long Term? 

At John Hancock it is our mission to ensure that our long-term care insurance 
policyholders are, in fact, protected for the long term. Along with our regulators, we are 
committed to maintaining and justifying consumer confidence in this increasingly 
important retirement protection product. Long-term care insurance has evolved over time 
to continually meet the demands of consumers. We believe the laws and regulations 
governing the industry at the federal and state level have kept pace for the benefit of 
consumers and the marketplace. Our company actively supports the current NAIC Model 
Long-Term Care Insurance Act and Regulation (“NAIC Models”). In fact, John Hancock 
has a demonstrated history of proactively meeting new NAIC consumer protection 
standards throughout the nation in advance of their ultimate state adoption. As an 
example, although it was only in December of 2006 that the NAIC adopted its new 
producer training requirements for long-term care insurance, John Hancock has 
undertaken a nationwide effort to implement the new training, in advance of states 
requiring us to do so. We believe that all parties benefit by our producers meeting these 
valuable training requirements as soon as possible. 

We are strongly in favor of responsible regulation of long-term care insurance. 
The NAIC Models, in our view, provide consumers with necessary protection while 
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ensuring a healthy marketplace in which insurers may participate. Specifically, the NAIC 
Models: 

• allow for flexible and high quality products to be offered to consumers which 
can then be tailored to an individual’s unique personal, family and financial 
needs; 

• set clear and uniform benefit trigger standards; 

• provide for consumers to receive necessary and clear disclosure information 
regarding benefits provided under the coverage, suitability and rating 
practices; 

• allow carriers to price their long-term care insurance products in an 
appropriate manner today so that premiums can be kept stable; 

• require extensive producer training to assure that consumers are advised and 
served by a highly professional and educated sales force; and 

• allow for innovation and adaptability within an evolving industry. 

Regulators, consumer groups and the long-term care insurance industry have 

continuously worked toward the goal of developing legislative and regulatory templates 
that encourage a stable and innovative private long-term care insurance market, 
accompanied by essential consumer protections and disclosures. We believe that the 
NAIC Models strike such a balance. In fact, many of the key NAIC consumer protections 
have been endorsed on a federal level as well, first in the Health Insurance Portability and 
Accountability Act of 1996 (HIPAA) and most recently through Partnership Program 
expansion provisions of the Deficit Reduction Act of 2005. 
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The NAIC Models are in essence “living” documents which continually evolve 
and advance to meet consumer and marketplace needs. For example, the NAIC Senior 
Issues Working Group has begun the process of setting standards for the independent 
review of benefit eligibility decisions for long-term care insurance, similar to the 
standards recently enacted in the State of Iowa. Under this process, if a claimant 
exhausts the appeals process under his or her policy, the claimant may request that the 
benefit eligibility denial be reviewed by a qualified independent third party. While the 
issue is still being considered in our industry, John Hancock has already begun the 
process of launching an independent third party review enhancement for our currently 
marketed products. Under our provision, the decision of the independent third party is 
binding on John Hancock but not on the claimant, and we pay the entire cost for the 
services performed by the independent third party. We have chosen to proactively 
implement this enhancement now to give our policyholders additional peace of mind. 

As a company, John Hancock has long taken a leadership role nationally in the 
development and implementation of sound regulatory policy. We are, as we have always 
been, dedicated to working with our federal and state regulators, consumer 
representatives, the insurance industry, and other interested parties in order to provide 
consumers with innovative and affordable long-term care products that will meet their 
individualized needs. 

The federal and state governments have played a significant role in encouraging 
consumers to think about their potential need for long-term care services. Social Security 
Statements now include the following advisory: “Medicare does not pay for long-term 
care, so you may want to consider options for private insurance.” We believe that the 
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federal government can expand its role to encourage more individuals to protect 
themselves with private long-term care insurance and to reduce the drain on federal and 
state Medicaid budgets. We urge Congress to provide additional funding for the Long- 
Term Care Awareness Campaigns. We also look forward to the enactment of the Long- 
Term Care Affordability and Security Act of 2007 (sponsored by Mr. Pomeroy in the 
House and Mr. Grassley in the Senate), which would encourage employees to take 
personal responsibility for their long-term care needs by including long-term care 
insurance premiums in cafeteria plans and through Flexible Spending Arrangements on a 
pre-tax basis. We also believe that consumers will ultimately be better served with an 
operational Interstate Compact and an Optional Federal Charter, that provide speed-to- 
market efficiencies and allow for uniform policies without variations from state to state. 
Honoring the Promise 

For over 20-years, we have made it our business to deliver on the promises we 
have made to our long-term care insurance policyholders. We are there for our 
policyholders and their families when they need us most. Our goal is to deliver the 
highest level of service and advice at time of claim. The following facts tell our claims 
paying story - 5 

« We have paid more than $1.8 billion in long-term care insurance claims to over 
40,000 policyholders since 1987. 

• More than 17,000 policyholders received benefits in 2007. 

• We paid more than $375 million in long-term care insurance claims in 2007 
alone. 

5 Based on John Hancock internal data as of 12/31/2007. Includes individual and group LTC insurance, 
and 50% of the Federal Long Term Care Insurance Program. 
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• We currently hold more than $8. 1 billion in long-term care insurance reserves to 
pay for current and future claims. 

• In 2007 we received 9,326 new claims and denied 219. That is a claim denial rate 
of 2.3%. The #1 reason for claim denials is that the policyholder is not yet benefit 
eligible. 

• In 2007, 78 claim related complaints were received — less than 1%. 

• Our current cycle time from initial claim notification to approval is 25 days and 
95% of bills are processed within 15 days. 

• We survey 100% of our claimants following benefit eligibility determination and 
year-to-date in 2008, 95% of those who responded rated their overall level of 
satisfaction as very satisfied, satisfied or neutral. 

Our Claims Model 

Our statistics tell only part of the story. We are also very proud of the valuable 
assistance we provide to our policyholders in their time of need, when they are 
particularly vulnerable. We developed our consumer-friendly claims process with the 
goal of ensuring a superior policyholder experience. As a result, patient advocacy is 
central to our claims model. Policyholders and their family members are assisted 
throughout the claims process by skilled, licensed health care practitioners to ensure that 
policyholders are optimizing all the available services and benefits offered by the 
coverage. When policyholders need care, John Hancock acts quickly and thoroughly to 
help them get the support and benefits they need. 
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• Claims Initiation 

Our claims initiation process is designed to take the place of the traditional 
claims form. We believe this is a superior approach because in addition to 
information gathering, it also allows John Hancock to explain the process, set 
expectations, and answer any questions the policyholder may have. 

The process begins with a call, via the toll-free number provided in the 
policy, from the policyholder or family member. A John Hancock Care 
Coordinator will spend approximately 30 minutes educating the policyholder on 
his or her policy benefits, as well as explaining the claims process. All of our 
Care Coordinators are either licensed nurses or social workers. They are trained 
to gain an understanding of the policyholder’s needs, in addition to obtaining the 
information necessary to start the claim. They act as patient advocates in their 
approach to understanding and assisting families unfamiliar with the many issues 
surrounding the need for long-term care. Additionally, they possess expert policy 
knowledge, as well as experience in working with individuals in long-term care 
situations. Supervisors are also available as needed. 

As part of the initial evaluation, we review the policyholder’s current 
situation and policy provisions. If the policyholder’s condition meets policy 
provisions, the claim process is initiated the same day and an acknowledgement 
letter with a brochure explaining the claims process is forwarded to the 
policyholder. The claims assessment process begins immediately thereafter. 
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• Claims Assessment Process 

For claimants in a skilled nursing home or who are receiving hospice 
services, our initial assessment is based on clinical information retrieved from the 
provider. For claimants in a home care setting or residing in an assisted living 
facility, John Hancock contacts an External Care Coordinator to conduct an onsite 
assessment and develop a plan of care. All of the External Care Coordinators we 
work with are also licensed health care practitioners, such as registered nurses. 

The onsite assessment evaluates the policyholder’s health, medications, 
behavior, support systems, environment, functional, and cognitive status. Once 
the assessment is completed, a Plan of Care is developed that includes a listing of 
community resource referrals (Meals on Wheels, personal response system, elder 
services, Alzheimer's Association). As part of this process, the policyholder, 
power of attorney, or responsible party is asked to sign a HIPAA authorization, as 
required by the Health Insurance Portability and Accountability Act of 1996. 

The assessment package (onsite assessment, Plan of Care, community 
resource referral listing, and HIPAA authorization) is forwarded to John 
Hancock’s claims department for review. 

• Provider Discount Program 

For those individuals who do not have a provider already in place or 
would like to change providers, we offer a provider discount program. This 
program famishes the policyholder with reports listing qualified providers, 
including provider/facility rating, fire safety rating, bed availability, quality of 
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care data, bed types, specialty units, resident population profiles, among other 
information. 

John Hancock considers this service to be one of the most valuable aspects 
of our long-term care insurance policies because it gives each policyholder 
valuable information to consider when choosing a provider that best fits his or her 
situation. The available discounts can also help a policyholder conserve his or her 
benefit dollars. 

Benefit Eligibility Determination 

A John Hancock Care Coordinator reviews the assessment package for 
accuracy, consistency, and completeness, and determines benefit eligibility within 
two business days. Contacting the physician is typically not necessary unless we 
need to clarify information contained in the onsite assessment. 

Claimants are eligible to receive benefits when they become either 
functionally dependent or cognitively impaired, within the terms of their policy. 
Examples of functional impairment are the inability to bathe or get dressed 
without substantial assistance from another person. Severe cognitive impairment 
might apply to an individual with Alzheimer’s disease, who requires continual 
supervision to protect himself or herself from threats to health and safety. 

Concurrently, if a provider is already in place, a Claims Specialist reviews 
the provider’s information to determine whether the provider meets policy 
definitions. When the benefit eligibility or provider eligibility determination is 
made, we communicate the decision in writing to the policyholder. 
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Once the claim is approved, we forward an authorization to the External 
Care Coordinator to assist the policyholder with implementation of the Plan of 
Care and community resources. Our Care Coordinator is charged with ensuring 
that policyholder needs are being met throughout the life of the claim and that the 
Plan of Care is adjusted, as necessary, to meet those needs. 

• Claims Payment 

Once itemized invoices are received, the Claims Specialist authorizes 
benefit payments for the long-term care services rendered and issues an 
Explanation of Benefits to the policyholder. Our goal is always to pay 100% of 
all claims accurately and in a timely fashion. We reimburse 95% of invoices 
within 1 5 business days of receipt, which is our performance standard. 

• Oneoins Benefit Eligibility 

Once a claim is approved, John Hancock will establish a monitoring 
frequency based on the claimant’s condition and needs. Ongoing monitoring 
ensures that we remain connected to policyholders, so that we can provide 
assistance in updating their Plans of Care and identifying their ongoing needs. 

• Claims Denial Process 

There are also times when denying a claim is warranted. John Hancock 
takes the decision to decline a claim very seriously and has instituted rigorous 
protocols surrounding the denial process. Before any claim is denied, the clinical 
information, the decision, and written communications are reviewed by our 
internal quality assurance team. These individuals have extensive clinical and 
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long-term care claims experience and are licensed health care practitioners. This 
additional review ensures that an independent, objective determination is made. 

After the quality assurance review is completed and confirmation of an 
appropriate decision is rendered, we notify the policyholder orally of our 
determination. This telephone call helps ensure that we have the most appropriate 
and up-to-date information about the policyholder’s status and gives the 
individual the opportunity to provide additional information or to ask questions. 

In some cases, the decision to deny the claim can be reversed based on our 
discussion with the policyholder or his or her representative. 

In the event that the claim denial is not reversed after discussion with the 
policyholder, a written communication is forwarded which includes specific 
policy text on which the denial is based. Additionally, the process for appealing a 
denial is explained during the initial telephone discussion and is restated in the 
denial letter. 

• A weals 

Policyholders who are not satisfied with our claim decision may appeal in 
writing. All appeals are handled with the highest priority. When John Hancock 
receives a claims appeal, we immediately acknowledge its receipt in writing and 
may supplement the written communication with a telephone call. Based on the 
nature of the appeal, additional information may be requested. An internal 
appeals committee is in place to ensure that final determinations are made 
quickly, appropriately, and consistently. The committee is comprised of senior 
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managers representing multiple disciplines within the department. Committee 
members cannot have been directly involved with the claim in question. 

As described earlier, we are in the process of launching our new 
independent third party review process which will further enhance our existing 
claims process and give added consumer protection and peace of mind to our 
policyholders. 

Quality Assurance Program 

We have a rigorous Quality Assurance Program with comprehensive audit 
standards. Employee compensation is not based on any performance incentives 
related to the approval or denial of claims nor do any approval or denial targets 
exist. 


Elements of the Quality Assurance Program include: 

• Incoming and outgoing calls in our intake unit and call center are 
recorded and monitored on a daily basis for professionalism, accuracy 
of data, and attitude. 

• Benefit eligibility determinations are audited for accuracy, 
appropriateness, and timeliness and 100% of denials are audited prior 
to contact with the policyholder. 

• Benefit reimbursement checks are audited for accuracy and timeliness. 
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• Every policyholder who initiates a claim receives a written survey 
following the benefit eligibility determination process for feedback 
about his or her experience with John Hancock and the external care 
coordinator. Survey results enable us to make refinements to our 
claims model in order to improve the claimant experience. 

• We have an internal audit process where we review the on-site 
assessment. Plan of Care, and HIPAA authorization for accuracy and 
appropriateness. 

Rate Stabilization 

John Hancock has been a long-standing, strong and vocal advocate of the NAIC 
Model rate stabilization provisions. As early as September 2000, John Hancock provided 
testimony before the Senate Special Committee on Aging, along with then Kansas 
Insurance Commissioner and Vice President of the NAIC, Kathleen Sebelius, in support 
of these important consumer protections. 

Why have we seen rate increases in the long-term care insurance industry? The 
long-term care insurance industry is still a relatively new line of business. Generally, the 
policies that are experiencing rate increases today were priced at a time when actuarial 
assumptions were based upon best estimates of future experience, without the benefit of 
sufficient years of actual experience. As actual experience has emerged, assumptions 
have been updated and some of the older blocks of business have needed rate increases to 
ensure that the benefits could be funded by the premiums. These updated assumptions 


14 



232 


also result in higher prices for new business. But, as a result, today’s new business rates 
should be much less likely to need such corrections in the future. 

John Hancock is proud of the fact that we have not had to raise rates on John 
Hancock issued policies in the more than 20 years that we have been writing long-term 
care insurance products. 6 For the first time, we are in the process of implementing a 
moderate 13% rate increase on certain older policies that we underwrote. As a 
responsible leader in the long-term care insurance industry with a commitment to this 
business for the long term, we have concluded that this action is necessary to ensure that 
all our policies, including the older blocks, are priced properly and according to actual 
experience in order to be in line with future claims expectations. Consistent with the 
NAIC rate stabilization provision, we offer policyholders the ability to adjust benefits in 
order to maintain their current premium. 

Quality Products and Innovation 

We believe that long-term care insurance products offered to any consumer 
should provide both valuable benefits and meaningful consumer protections. Current 
laws and regulations provide a responsible regulatory framework for long-term care 
insurance, and when effectively implemented and enforced, provide essential consumer 
protections while allowing product evolution and innovation. 

For the benefit of consumers, such product evolution and innovation must be 
encouraged. And without question, there should be high standards for all products to 
ensure quality, utility, affordability and attractiveness of products. These goals would be 
stifled by standardizing product offerings. 

6 We had previously needed to take rating actions on a block of business that we acquired in 2000 from a 
company that was exiting the business. 
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Policies have evolved significantly since the early days of long-term care 
insurance and comprehensive, tax-qualified long-term care insurance policies are by far 
the vast majority of policies being sold today. Product design has evolved to reflect the 
changing long-term care delivery environment and the changing needs of consumers. It 
is now common for plans to include stay-at-home benefits, home and community care 
benefits, assisted living benefits, coverage in adult day care centers, residential care 
facilities, dementia facilities as well as coverage in nursing homes. John Hancock has 
been a leader in innovative product design, including such benefits as Shared Care and 
Family Care, which allow spouses and/or family members to access a combined pool of 
benefits. We have also been a leader in offering a new, more affordable and more 
relevant approach to inflation, a built-in, annually compounded inflation provision that 
tracks the Consumer Price Index. Many of our products also include an alternate plan of 
care, whereby benefits not expressly contained in the contract can be paid. For example: 
modifications to a claimant’s home, such as redoing a bathroom so that it has a walk-in 
shower and accommodates a walking device or wheelchair; installation of ramps; 
widening of doors; installation of grip bars. Many products also contain benefits for 
informal care so that claimants can get necessary help without having to use a formal 
home health agency. 

Consumer Education and Awareness 

We applaud the mission and the efforts of the Health and Human Services Long- 
Term Care Awareness Campaign. It is essential for consumers to have objective 
information about the possibility of needing long-term care. The changing demographics 
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in our country make this need for awareness all the more important. As a company, we 
have, over the years, conducted surveys and focus groups to help educate consumers and 
to ask them about the benefits and features that they would like to see in a long-term care 
insurance policy. Recently, we sponsored an educational video on long-term care 
insurance which was written by Kiplinger’s. The video has been very well received and 
is viewable on the Kiplinger’s website at: w’ww.kiplinger.com/yourretiremenf longterm/ 

This is one example of the many ways John Hancock helps consumers learn more 
about their long-term care needs, and as we look to the future, we will continue to do all 
that we can to help Americans learn more about this important issue. 

John Hancock believes that private insurance will play an increasingly important 
role as a source of funding for long-term care needs in the coming years. It is our intent 
to retain our leadership position in this arena by continuing to develop products that meet 
consumer needs, by properly underwriting the coverage before the policy is issued, and 
by delivering on our promises at claims time. Our commitment to protecting the interests 
of our more than one million in-force long-term care insurance policyholders and all 
future policyholders is unequivocal. 

Thank you, Mr. Chairman and members of the Committee, for the opportunity to 
speak to you today and to offer this testimony. I will be happy to answer any questions 
you may have at this time. 
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Mr. Stupak. Thank you. 

Mr. Wells, your statement if you would, please, on behalf of 
Conseco Insurance, long-term care at Conseco Incorporated. 

STATEMENT OF JOHN WELLS, SENIOR VICE PRESIDENT, LONG 
TERM CARE, CONSECO, INC. 

Mr. Wells. Thank you, sir. Good afternoon, Chairman Stupak 
and Ranking Member Shimkus. My name is John Wells. I have 
over 25 years of diversified experience in the insurance industry 
with companies like Chubb, Jefferson Pilot, and Mutual of Omaha. 
Since December of 2006, I have been Senior Vice President for 
Long-Term Care at Conseco. I appreciate the opportunity to talk 
with you today to discuss the important issue of long-term care in- 
surance for Americans. 

As one of the largest providers of long-term care insurance, 
Conseco’s mission is to be a leading provider of financial security 
for life, health, and retirement needs of our middle class Ameri- 
cans. These policies are vital in an aging America. As this Com- 
mittee knows, skyrocketing medical and long-term care costs are 
placing a growing burden on consumers as well as on taxpayers 
who publicly finance protection programs such as Medicaid and 
Medicare. 

Americans are rightly concerned about whether their accumu- 
lated savings will adequately cover their possible needs for long- 
term care. With the baby boomer generation rapidly reaching re- 
tirement age, Americans living longer, corporate retirement bene- 
fits being curtailed, and public finance programs under stress, con- 
sumers should be encouraged to take initiative to plan for their 
own futures. 

This is especially true for America’s middle class, those who are 
not eligible for Medicaid but cannot afford to fully pay for their 
long-term care needs. Their untenable choice is to spend down their 
assets, sacrificing their financial legacy before turning to govern- 
ment assistance. 

To meet this urgent need, Conseco has developed a wide range 
of products to give consumers the peace of mind that their needs 
for long-term care will be met. We fully understand that we can 
only serve this need if consumers know us to be reliable partners. 

In short, we must demonstrate every day the value of this prod- 
uct and earn the trust of consumers. The facts show that their 
trust would be well-placed. Conseco today has nearly 600,000 ac- 
tive long-term care policyholders. We pay claims to between 24,000 
and 25,000 policyholders a month for a total of three-quarters of a 
billion dollars per year. 

Although we pay over 98 percent of submitted claims, there are 
instances in which we make mistakes. Some of these mistakes are 
caused by problems with systems and processes, some involve 
human error. We take full responsibility for our mistakes, and I as- 
sure you we have been working diligently over the past 18 months 
to improve our claims handling to serve our customers better. 

We are seeing very positive results in both service levels and 
claim accuracy and remain committed to the course we set in late 
2006, to achieve industry best practices throughout our operation. 
We have also stepped up our training procedures for field personnel 
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and call centers alike to do a better job of selling the right policies 
in the right way and to ensure that once sold these policies are ad- 
ministered in a timely and correct manner. 

Let me be clear, let me be very clear that Conseco is committed 
to being part of the solution to what otherwise could be a crisis in 
long-term care as the population ages. To that end we are inter- 
ested in working with this committee and our regulators to find 
ways to assure that Americans can live their lives in dignity, sup- 
ported by a private healthcare insurance system that provides 
what they need at a cost they can afford. 

Thank you again for the opportunity to testify on our views on 
this important issue of long-term care insurance in our nation. We 
appreciate the critical oversight this committee provides and look 
forward to continuing to work with you. I would be happy to re- 
spond to your questions. 

[The prepared statement of Mr. Wells follows:] 
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Summary of Testimony 
of John Wells 
Senior Vice President, 

Long-Term Care, Conseco, Inc. 

• As one of the largest providers of long-term care insurance, Conseco's mission is 
to be a leading provider of financial security for life, health and retirement needs of 
middle-class Americans. 

• Long Term Care policies are vital to an aging America. Skyrocketing medical 
and long-term care costs are placing a growing burden on consumers, as well as on 
taxpayers who fund publicly-financed protection programs such as Medicaid and 
Medicare. Americans are rightly concerned about whether their accumulated savings 
will adequately cover their possible needs for long-term care. With the baby boomer 
generation rapidly reaching retirement age, Americans living longer, corporate retirement 
benefits being curtailed and publicly-financed programs under stress, consumers should 
be encouraged to take the initiative to plan for their own futures. 

• This is especially true for America’s middle class — those who have too much 
money to be able to rely on Medicaid but are too poor to fully pay for their long-term care 
needs. Their untenable choice is to spend down their assets, sacrificing their financial 
legacy before turning to government assistance. 

• We fully understand that we can only serve this need if consumers know us to be 
reliable, long-term partners. In short, we must demonstrate every day the value of this 
product and earn the trust of consumers. 

• The facts show that their trust would be well-placed. Conseco today has nearly 
600,000 active policyholders. We pay claims to between 24,000 and 25,000 
policyholders every month for a total of three quarters of a billion dollars per year. 

• Although we pay over 98% of submitted claims, there are instances in which we 
make mistakes. Some of those mistakes were caused by problems with systems and 
processes; some involved human error. We take full responsibility for those mistakes 
and I assure you, we have been working diligently over the past 18 months to improve 
our claims handling systems and procedures to sen/e our customers better. Since 2006, 
we have invested over 12 million dollars in system and process improvements, and plan 
to spend an additional 15 million dollars in 2008 and 2009. We are seeing very positive 
results in both the service levels and claim accuracy, and remain committed to the 
course we set in 2006 to achieve industry best practices throughout our operation. We 
have also stepped up our training procedures for field personnel and call centers alike to 
do a better job of selling the right policies in the right way and to assure that, once sold, 
these policies are administered in a timely and correct manner. 

• Let me be very clear that Conseco is committed to being part of the solution to 
what otherwise could be a crisis in long-term care as the population ages. We are 
deeply concerned that misperceptions about these products and insurance companies 
may cause those who need this protection the most to avoid these products or let 
existing policies lapse. 
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Good Morning, Chairman Stupak, Ranking Member Shimkus and 
members of the Committee. My name is John Wells. I have over 25 years of 
diversified experience in the insurance industry at companies including Chubb 
Life and Mutual of Omaha. I am currently senior vice president for long-term 
care at Conseco, Inc. since 2006. 

In that role, I am responsible for developing and implementing a “Best in 
Class" service strategy through technology, process changes, quality, 
measurement, and organizational change. I certainly understand that “best in 
class" in anything is a moving target that requires continual improvement. 
Pursuing that goal at Conseco has been made more challenging due to the 
company’s recent history, including Chapter 1 1 bankruptcy, from which the 
company emerged in 2003, and the amalgamation of frequently incompatible 
systems from legacy companies acquired over a number of years. 

Despite these challenges, I have been tremendously impressed by 
Conseco's new management team, led by Jim Prieur, who joined the company 
nearly two years ago. Jim Prieur has brought a new spirit to Conseco and has 
made significant changes to improve the company under a “fix, focus and grow” 
strategy. A fundamental pillar of this strategy is to significantly improve customer 
service and we have made dramatic progress in that regard. I can assure you 
Conseco is focused on fixing and fundamentally improving its long-term 
business. We take our promises to policyholders seriously. 
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I appreciate the opportunity to meet with you today to discuss the 
important issue of long-term care insurance for Americans. In my testimony 
today, I will provide information about Conseco’s commitment to long-term care 
insurance; about our goal to handle every policyholder claim correctly and what 
we are doing in that regard to do so; about the harm misperceptions of long-term 
insurance is causing consumers; and about Conseco’s commitment to be part of 
the solution to assuring that Americans have access to long-term care products 
to meet their needs. 

I. About Conseco, Inc. 

As one of the largest providers of long-term care insurance, Conseco's 
mission is to be a leading provider of financial security for life, health and 
retirement needs of middle income Americans. Our companies provide 
supplemental health insurance, life insurance and annuities. Through our 
subsidiaries and a nationwide network of distributors, Conseco helps more than 4 
million customers step up to a better, more secure future. Conseco is a Fortune 
1 000 company, with more than $4 billion in annual revenues. 

II. Conseco’s Commitment to Long-Term Care Insurance 

We are committed to this market and to working with government leaders and 
regulators to find ways to assure that policyholders can have that security, 
supported by a private long-term care system that meets their needs at an 
affordable cost. 

These policies are vital to an aging America, and we are deeply 
concerned that misperceptions about insurance companies and inflammatory 
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rhetoric in the media may cause those who need this protection the most to avoid 
these products or allow existing policies to lapse. Such a loss of confidence 
would have serious consequences. 

As this Committee knows, skyrocketing medical and long-term care costs 
are placing a growing burden on consumers, as well as on taxpayers who fund 
publicly-financed protection programs such as Medicaid and Medicare. 
Americans are rightly concerned about whether their accumulated savings will 
adequately cover their possible needs for long-term care. With the baby boomer 
generation rapidly reaching retirement age, Americans living longer, corporate 
retirement benefits being curtailed and publicly-financed programs under stress, 
consumers should be encouraged to take the initiative to plan for their own 
futures. 

This is especially true for America’s middle class — those who have too 
much money to be able to rely on Medicaid but are too poor to fully pay for their 
long-term care needs. Their untenable choice is to spend down their assets, 
sacrificing their financial legacy before turning to government assistance. 

To meet this urgent need, Conseco and others in the insurance sector 
have developed a wide range of products to give consumers the peace of mind 
that their needs for long-term care will be met. 

We fully understand that we can only serve this need if consumers know 
us to be reliable, long-term partners. 

That means insurance companies must: 
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> underwrite policies that provide a clear, plain-English explanation of 
the benefits we will provide; 

> market products fairly and ethically, assuring that consumers are 
sold policies that appropriately suit their needs; 

> maintain the financial health of their institutions so they can be 
there when needed by their policyholders; and 

> provide responsive customer service that is respectful of our 
customers and their time, including paying claims quickly and 
efficiently. 

In short, we must demonstrate every day the value of this product and 
earn the trust of consumers. 

The facts show that their trust would be well-placed. Conseco today has 
nearly 600,000 active policyholders. We pay claims to between 24,000 and 
25,000 policyholders every month for a total of three quarters of a billion dollars 
per year. 

Although we pay over 98% of submitted claims, there are instances in 
which we make mistakes. Some of those mistakes were caused by problems 
with systems and processes; some involved human error. We take full 
responsibility for those mistakes. I assure you, we have been working diligently 
over the past 18 months to improve our claims handling systems and procedures 
to serve our customers better. We have also stepped up our training procedures 
for field personnel and call centers alike to do a better job of selling the right 
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policies in the right way and to assure that, once sold, these policies are 
administered in a timely and correct manner. 

III. Conseco’s Goal Is To Handle Every Claim Correctly 

Conseco has invested a significant amount of capital and resources 
toward improving service to its customers. In late 2006, we launched a 
comprehensive program specifically to improve the level of service and accuracy 
of claim decisions in Long Term Care. Since that time, we've invested over 12 
million dollars in system and process improvements, and plan to spend an 
additional 1 5 million dollars in 2008 and 2009. We are seeing very positive 
results in both the service levels and claim accuracy, and remain committed to 
the course we set in 2006 to achieve industry best practices throughout our 
operation. Conseco’s Long Term Care business is among the largest in the 
industry. We protect nearly 600,000 individuals, and pay over $750 million in 
claims each year. As a major Long Term C are insurance carrier, we recognize 
our responsibility to lead by example and satisfy our obligations to our 
policyholders. 

We realize that we will never be perfect and that no matter how much 
value we provide and how well we take care of policyholders, there will always be 
some who are unhappy. We also understand that the voices of even a small 
minority of unhappy policyholders can color the perception of an entire industry 
when heard through the megaphone of national media coverage. We think there 
is no question that our industry is particularly vulnerable to public perceptions 
being determined by anecdote. 
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Let me assure you that in those cases where we fall short of our 
obligations to our policyholders, we have made and will continue to make proper 
restitution. I think a dispassionate review of objective data would show that our 
industry performs far better than the perception in the public eye shaped by the 
media. 

As members of the Committee may know, we recently underwent a 
multistate regulatory exam of our long-term care business at Conseco. Less 
known is that our relatively new management actually encouraged that exam in 
2007 because we believed we were making significant progress as a result of the 
program launched in late 2006, and doing a better job than was being portrayed 
in some media accounts. Indeed, we believed that transparency and an 
objective evaluation of our company would show that to be the case. We didn’t 
expect to get a clean bill of health, and we didn’t get one. We have taken to 
heart those areas where our regulators found we must be better, and we are 
working toward that goal and appreciate the constructive criticism. We were also 
gratified that the exam found no systematic pattern of wrongful claims denial, a 
fact we had consistently asserted but one that all too often fell on deaf ears. With 
that exam now behind us, we are confident that the commitments we have made 
to regulators and the investments we are making to improve systems and 
processes further will lead to higher levels of customer satisfaction. 

IV. Misperceptions About Long-Term Care Insurance Harms Consumers 
One danger we should all recognize is that the damage caused by 
misperceptions of long-term care do not accrue just to insurance companies. 
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Indeed, if a widely held misperception that insurance companies are failing their 
policyholders took hold, then that loss of confidence would have dire implications, 
not just for our industry, but for America’s senior citizens, its taxpayers and its 
future. 

In fact, left unanswered, misperceptions of the long-term care insurance 
industry may already be having adverse unintended consequences for society. 

When we were first contacted by this committee, I read Congressman 
Dingell’s views on the importance of long-term care policies and the crucial role 
they play in the financial security of aging Americans with great interest. I 
couldn’t have agreed more. In fact, it sounded like a letter I would have written. 

He is right to be concerned that when insurance companies fail to provide 
benefits under long-term care policies, the government may have to take up the 
slack through publicly-financed programs like Medicaid and Medicare. 

Quite frankly, broad-brush criticism of long-term care policies could place 
an even greater burden on the government. Why? 

We have seen alarming evidence that consumers are being scared away 
from purchasing long-term care policies. In fact, in the wake of erroneous media 
stories, we saw a spike in long-term care policyholders allowing their policies to 
lapse. One can only assume that they fear the carriers would not pay benefits as 
they should. 

In allowing these policies to lapse, they are losing a valuable asset they 
have paid for— one they may never be able to replace. 


9 
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The policyholder loses and taxpayers lose if the former policyholder is 
forced to rely on Medicaid. 

We believe in the importance of private payor long-term care insurance to 
help fund America’s growing long-term care needs. 

I sincerely hope that the Committee doesn’t allow a small percentage of 
times we didn’t make the appropriate payment to drown out the huge percentage 
of cases in which we make good on what we promise, which benefits greatly both 
consumers and the government. And, as I said earlier, we are working diligently 
to improve upon this success rate. 

V. Conseco Seeks To Be Part Of The Solution 

Imagine for a moment a world in which consumers and insurance 
companies both agree on what a policy covers and the benefits are paid out 
completely right. I think we would all agree that society would be well served. 
Consumers have protected themselves, they are not dependent on publicly- 
financed programs, and they are assured of receiving the long-term care they 
need. 

Insurance companies should be valued partners with government, in the 
vanguard of education, promotion of long-term care insurance, and protecting 
publicly-financed programs such as Medicaid and Medicare. 

Let me be very clear that Conseco is committed to being part of the 
solution to what otherwise could be a crisis in long-term care as the population 
ages. 


10 
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To that end, we are interested in working with this Committee and our 
regulators to find ways to assure that Americans can live their lives in dignity, 
supported by a private health care insurance system that provides what they 
need at a cost they can afford. We hope the that the kind of open discussion we 
are having today will benefit all parties by calling attention to the facts, including 
the need for and value of LTC coverage to secure our seniors’ futures. 

We would like to play a constructive role in assuring that long-term care 
policies: 

> Are clear to understand; 

> Adhere to standardized measures and definitions so consumers can 
more easily compare long-term care insurance products; and 

> Truly meet the needs of consumers in a timely and professional 
manner. 

We look forward to discussing our ideas with government and industry to 
better help the public we are both here to serve. We also look forward to working 
every day to meet our commitments to our policyholders and the nation. 

Thank you again for the opportunity to testify about our views on the 
important issue of long-term care insurance. Conseco is deeply committed to 
serving our marketplace well. We appreciate the critical oversight this 
Committee provides and look forward to continuing to work with you. 

I would be happy to respond to your questions. 


11 



248 


Mr. Stupak. Thank you. 

Mr. Waite, you are Executive Vice President for Strategic Oper- 
ations at Penn Treaty Network America. Your opening statement, 
please, sir. 

STATEMENT OF CAMERON WAITE, EXECUTIVE VICE PRESI- 
DENT, STRATEGIC OPERATIONS, PENN TREATY NETWORK 

AMERICA 

Mr. Waite. Thank you. Good afternoon, Mr. Chairman and also 
Ranking Member Shimkus. 

Mr. Stupak. Is that mike on? 

Mr. Waite. I believe it is. 

Mr. Stupak. Can you pull it closer? 

Mr. Waite. Sure. 

Mr. Stupak. There you go. Thanks. 

Mr. Waite. And also to Mr. Pomeroy. We are happy to see you 
here. As you said, my name is Cameron Waite. I am Executive Vice 
President of Penn Treaty American Corporation, and we, too, are 
pleased to participate in this hearing today. 

Penn Treaty has been an innovator, a specialist, and a provider 
of long-term care insurance in the United States for over 35 years. 
We serve approximately 150,000 policyholders, and our policies are 
sold in 43 States, and we administer policies in all 50 States and 
the District of Columbia. 

Penn Treaty provides multiple products and the broadest spec- 
trum of long-term care insurance selections in order to meet con- 
sumers’ needs. Penn Treaty has a very strong claims paying record 
for our policyholders. Our reputation in this regard has led us to 
remain competitive in a market that is dominated by mega-insur- 
ers. Over the last 3 decades we have paid $2 billion in claims to 
our policyholders, having paid $194 million in claims in 2007, 
alone. We have seen a radical decline in terms of claims denials 
with only less than 5 percent of claim submissions having been de- 
nied for any reason over the past several years. 

We find that our policyholders are satisfied with their long-term 
care insurance, as evidenced by the fact that while the industry av- 
erage of claims-related complaints has actually been steadily in- 
creasing over recent years, our policyholder complaints have de- 
clined by over 60 percent over the past several years. 

Penn Treaty has taken steps such that our outstanding litigation 
is at an all-time low. The company is very pleased with the recent 
market reviews by State insurance regulators, including Pennsyl- 
vania, which was mentioned this morning, which has been com- 
pleted several weeks ago. We take the findings of which from these, 
and we use them as a learning tool in order to look at further areas 
of improvements on what we can do better. 

As a pioneer in the long-term care industry Penn Treaty has 
noted emerging trends and has always honored its commitments. 
For example, since the early 1990s, Penn Treaty has paid all its 
assisted living facility claims under its existing policies, which 
didn’t even exist when these policies were originally issued. 

Penn Treaty is unique among most long-term care insurance pro- 
viders in that we have an older block of long-term care insurance 
policies. Not older ages, but rather older policies themselves that 
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are becoming eligible for claims in large numbers. We have made 
substantial improvements in our claims handling practices and in 
dealing with the challenges presented by an older block of policies. 
These older policies have had claims that have not conformed with 
actuarial projections because assumptions regarding lapse rates, 
mortality, morbidity have all evolved. 

Additionally, in response to industry issues including those noted 
by the Subcommittee, the company continues to implement and im- 
prove best practices with respect to claims handling. Some steps 
taken over the last several years include adopting the most rigid 
of State requirements for claim payment timing following eligibility 
determination. We currently pay 98 percent of all nationwide 
claims within 15 days. More than 99 percent of all claims within 
30 days. 

We have implemented a robust audit program for claim pay- 
ments which generate secondary review in over 10 percent of all 
transactions. We have automated system improvements in order to 
safeguard against errors in payments. We substantially improved 
the caliber of our claims examiners and the training programs that 
we have implemented. We strengthened our overall customer sup- 
port area in order to accurately answer policy-related questions. 

And finally, in the event of an unlikely claim denial, we provide 
the very specific reason in writing to the policyholder as to why 
that claim was denied, offering the opportunity to provide more in- 
formation and provide an instruction on their right to appeal if 
they disagree with our decision. 

We remain very sympathetic to the needs of our customers hold- 
ing older policies, especially those that have been impacted by pre- 
mium rate increases and have taken numerous and very difficult 
steps over the last few years to make sure that all policyholders 
are protected for the future. 

These include offering options to mitigate the impact rate in- 
creases. We have established over $1 billion in reserves for future 
claim payments. In addition, the company has purchased 100 per- 
cent reinsurance with a global reinsure to protect all policies writ- 
ten prior to 2002, and most policies written since that time. 

Look into the future and the need for long-term care insurance 
is more and more evident every day. Our over 250 employees are 
dedicated and passionate about the value they bring to our Amer- 
ican seniors. We have done much to better serve our policyholders, 
and we recognize that there is more to do. We are confident that 
Penn Treaty will continue to be a key player in this business and 
have worked through the inevitable issues noted as the industry 
has expanded. 

Again, we appreciate the opportunity to appear before the Sub- 
committee and would welcome any questions. 

[The prepared statement of Mr. Waite follows:] 
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Summary Statement of Cameron B. Waite. Penn Treaty American Corporation 

Perm Treaty is an innovator and leading provider of long-term care insurance in the United States for 
more than 35 years, serving approximately 150,000 policyholders. Penn Treaty specializes in long-term 
care insurance. 

Penn Treaty has a strong claims paying record: 

• In 2007, paid $ 1 94 million in claims and over its three decades paid $2 billion in claims. 

• More than 95% paid within 1 5 days of receipt of paperwork and nearly 1 00 percent paid within 
30 days. 

• Only approximately 5% of claims have been denied, for any reason, in the past three years. 

• Complaints received from policyholders have declined over 60% over the past several years, 
while the industry average has been steadily increasing. 

• Less than 2/10 of one percent of all claims have gone to litigation. 

• Penn Treaty has taken steps such that our outstanding litigation is at an all time low. 

Penn Treaty is unique among most long-term care insurance (“LTCi”) providers: 

• Penn Treaty has older LTCi policies that are becoming eligible for claims in large numbers. 

• Newer providers have less mature policies, so their claims are far fewer, particularly as a 
percentage of total policies. Therefore, complaints per policyholder would naturally be higher 
than many newer providers. 

• The average issue age for comprehensive LTCi policies industry-wide is 60, while Penn Treaty’s 
average policy issue age (in 2006) was 66. 

Penn Treaty LTCi policies and claims procedures are fair and expedient: 

• When it comes to eligibility decisions, Penn Treaty strives to be the fastest in the industry, paying 
nearly 100% of eligible claims within 30 days. 

Penn Treaty has taken steps in response to industry issues, including those raised by the NY Times 
and those noted by the Subcommittee: 

1 ) Adopting the most rigid of state requirements for claim payment timing. 

2) Implementing a robust audit program for claim payments. 

3) Automating system improvements to safeguard against errors in payments. 

4) Substantially improving caliber of claims examiners and training programs. 

5) Strengthening our overall customer support area to answer policy related questions. 

Our policy holders are protected by over $ 1 billion in reserves and we have purchased 1 00% 
reinsurance for substantially all policies written before 2002, and substantially reinsured all newly issued 
policies with a global reinsurer. 
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Written Statement of 

Cameron B. Waite, Executive Vice President, Penn Treaty American Corporation 
Before the Subcommittee on Oversight and Investigations 
Committee on Energy and Commerce 
U.S. House of Representatives 

Hearing on Long-Term Care Insurance: Are Consumers Protected for the Long Term? 

Chairman Stupak, Ranking Member Shimkus, and members of the Subcommittee, my 
name is Cameron Waite, and I am Executive Vice President of Penn Treaty American 
Corporation (“Penn Treaty”). I appreciate the opportunity to be here today and I am pleased to 
submit this statement for the record of this hearing. We believe that the Subcommittee’s inquiry 
is an important and useful contribution to the broader effort to ensure that America’s consumers 
understand long-term care insurance as part of their overall financial and health care planning. 

We welcome this opportunity to be part of the Subcommittee’s discussion on these 
issues. As the Subcommittee knows, Penn Treaty voluntarily and completely responded to the 
Committee’s request for information and documents, working closely with your staff to make 
certain that everything that was requested was provided and understood. We appreciate the 
staffs approach to working with us as they conducted their investigation and hope that the 
outcome, including through this hearing, advances the understanding of the value of long-term 
care insurance (“LTCi”). 

Penn Treaty American Corporation, through its insurance company subsidiaries, has been 
a leading provider of long-term care insurance in the United States for more than 35 years. A 
pioneer in the long-term care insurance industry, Penn Treaty was the first to introduce a nursing 
home policy in 1972 and today serves approximately 150,000 policyholders. 
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Listed on the New York Stock Exchange (NYSErPTA), Penn Treaty and its subsidiary 
companies are primarily located in Allentown, Pennsylvania. The subsidiaries include Penn 
Treaty Network America Insurance Company; American Network Insurance Company; and 
American Independent Network Insurance Company of New York. 

The company’s new policies are sold nationally in 43 states (excluding Florida, 
Minnesota, Missouri, New Hampshire, North Carolina, Wisconsin and Vermont) and the District 
of Columbia through insurance agents and brokers. The company also services, administers and 
renews policies in all 50 states and the District of Columbia. Penn Treaty provides fast, reliable 
service, with competitive rates and the broadest spectrum of underwriting classes provided in the 
long-term care business. 

Penn Treaty is dedicated to improving the quality of life of the nation's seniors. The 
company’s goals are to help: 

• Provide a financial safety net for elderly Americans that protects their assets 
and income in the event that they need long-term care. 

• Preserve seniors’ choice in long-term care providers. 

Penn Treaty offers multiple products to give consumers a range of long-term care 
insurance selections to meet their needs - including a number of product options for both 
healthier individuals and for applicants with identified and managed health conditions, 
which are not available anywhere else in the industry. 

Penn Treaty has a strong claims paying record: 

• In 2007, Penn Treaty paid approximately $194 million in claims, a level that 
increased steadily every year from 2002 through 2007. 

• Over its three decades of service, Penn Treaty has paid approximately $2 
billion in claims. 
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• Penn Treaty pays claims and pays them fast. Following initial claim 
approval, more than 95% are paid within 15 days of receipt of paperwork and 
nearly 1 00% are paid within 30 days. 

• Only approximately 5% of claims have been denied in the past three years. A 
claim could be denied for a variety of reasons, such as the following: 

o The elimination period of the policy has not been met. 
o The LTC service is not covered by the policy, 
o The provider or facility is not qualified under the policy, 
o The benefit triggers have not yet been met. 

Penn Treaty policyholders are satisfied with their long-term care insurance: 

• The number of complaints received by Penn Treaty has been declining for the 
past several years. Between 2004 and 2007 the total number of complaints 
went from 866 to 410, a 53% decrease, or more than 450 complaints. Claim- 
related complaints also dropped dramatically from 507 in 2004 to 1 96 in 
2007, a 61% decrease. This contrasts with the overall industry experience, 
where there has been a significant increase in the number of complaints made 
by policyholders in recent years. 

• Less than two tenths of one percent of all claims have gone to litigation due 
to proper claim adjudication and a robust consumer appeals process. 


Penn Treaty is unique among most LTCi providers: 


• Since Penn Treaty has been in the LTCi business longer than other insurance 
providers, it has older LTCi policies. These policies are becoming eligible for 
claims in large numbers, as illustrated by data from the last five years: 

o 2002: Approximately $ 1 56 million claims paid 
o 2003: Approximately $ 1 70 million claims paid 
o 2004: Approximately $179 million claims paid 
o 2005: Approximately $180 million claims paid 
o 2006: Approximately $ 1 86 million claims paid 

• Newer insurance providers have less mature policies, so their claims are far 
fewer, particularly as a percentage of total policies. 

• While the average issue age for comprehensive LTCi policies industry-wide is 
60, Penn Treaty’s average policy issue age (in 2006) was 66. In addition, the 
average age of a Penn Treaty policyholder was 75, and the average age of a 
Penn Treaty claimant was 85. 
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Average age of Penn 

Treaty policyholders 

2005 

2006 

At policy issue 

66 

66 

All policyholders 

74 

75 

When claims are made 

83 

84 


• Accordingly, it would be expected that the percentage of complaints per 
policyholder are higher for companies like Penn Treaty who have a mature 
policyholder base more likely to be on claim. 


Penn Treaty LTCi policies and claims procedures are fair and expedient: 


• Penn Treaty understands the transition into long-term care can be difficult for 
policyholders and their families. That’s why the customer service staff and case 
managers are trained to guide every policyholder through the claims process in 
the most sensitive and expedient way. 

• When policyholders call, the customer service staff works with them to gather 
the necessary information to address the three areas of claim eligibility and 
help them understand the options they have under their policies. 

• Penn Treaty claim examiners work hard to process claims by routinely making 
phone calls to ensure that policyholders have received documents and help 
them or their representatives understand the claims process. 

• Penn Treaty has registered nurses on staff called case managers. They work 
directly with physicians, providers and the policyholder’s family to develop an 
appropriate plan of care that will best meet the needs of each individual. 

• When it comes to eligibility decisions, Penn Treaty strives to be the fastest in 
the industry. Once information needed to make an eligibility decision is 
received, over 95 % of claims are paid within 1 5 days and nearly 100% are 
paid within 30 days. 

• If a claim is denied, the reason for the denial is provided to the policyholder in 
writing. Policyholders are also advised of their rights to appeal a denial. 

• Penn Treaty’s internal appeal process includes three levels of review: (1) 
supervisory review, (2) managerial review, and (3) review by an 
interdisciplinary team that includes the executive vice president in charge of 
claims and a legal department representative. It may also include the 
company’s consulting medical director. 
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As a pioneer in the long-term care insurance industry, Penn Treaty has noted emerging 
trends, oftentimes before the rest of the industry, that have led to a better understanding of the 
industry as it has evolved. One such trend, that has effected claims experience, was the advent of 
Assisted Living Facilities. Penn Treaty has included such facilities under the benefits of existing 
policies even though Assisted Living Facilities did not exist and were not contemplated at the 
time that the policies were issued. 

In addition, one of the challenges we have faced is the fact that many of our older policies 
had ultimate claim expectations that industry experts have since concluded are no longer 
accurate, because they were based on incorrect lapse, mortality, and morbidity rates. Based on 
our understanding and examination of our claims history with our older policies, our claims 
expectations have now evolved such that we have a better understanding of our future claims 
experience. As a result, and in order to ensure that all policyholders are protected in the future, 
we have had to in some instances increase premiums. We have also endeavored to offer a 
variety of options to policyholders in order to reduce rate increases in exchange for modifications 
in benefits. Our goal is to allow policyholders to maintain their policy to protect their future 
long-term care insurance needs. 

We believe that we have handled these challenges well and that our policyholders and 
stockholders have both been well served. However, we acknowledge that the process has 
involved more disputes, including litigation, than we or our policyholders would have liked and 
more financial stress that we or our stockholders would have liked. I am happy to report that as 
of today, we are on the right track both in terms of resolving issues that have arisen over claims 
by policyholders and in terms of financial stability for the company. 

Before getting into some of the details, however, 1 would like to make two very important 
points - First, throughout our history, even during the most difficult times, the company has paid 
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its eligible claims, and disputes with policyholders have always been a small fraction of claims 
made on their policies. Second, the company has ensured that policyholders are protected in the 
future through adequate reserve funding and by having a global reinsurer backing its policies. 

So, our policyholders have always been protected, and substantially all of them have been very 
happy with their claims experiences. 

With regard to disputes over claims made by policyholders, while there have always been 
some, they have always been small in comparison with the number of claims overall. Based on 
the materials that we have submitted, your staff has analyzed our litigation experience in the 
period 2004 through the middle of 2007. During that time, we had 41 pending litigations - less 
than 0.2% of the nearly 25,000 claims that were made during that period. Of this small number 
of cases, most were mutually resolved for relatively small sums. We are able to compete in an 
industry lead by mega-insurers due to our reputation for prompt claim payment and exceptional 
service. We find no value, financial or otherwise, in the illegitimate denial of any claim. 

As the percentages noted demonstrate, these cases amounted to a small fraction of the 
claims made during this period. However, we strive to meet a goal of having little or no 
litigation from our policyholders. Accordingly, we have worked hard to resolve the cases we 
had in that period, to clarify the terms in particular types of policies that seemed to have led to 
more disputes, and to improve our claims handling process so that fewer claims became disputes. 
As a result, today, our outstanding litigation is at an all time low. Further, as noted above, we 
have reduced complaints by over 60%, which means we expect the very low litigation level to 
remain for the foreseeable future. 

As a measure of our progress, we are pleased to report that recent market reviews by state 
insurance regulators have generally noted positive trends in our claims handling and payment 
procedures. In response to industry issues, including those concerns raised by the NY Times and 
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those noted by the Subcommittee, we have addressed all identified issues, as the company 
continues to implement and improve best practices in servicing its policyholder base. Steps we 
have taken in this regard include: 

1) Adopting the most rigid of state requirements for claim payment timing following the 
receipt of requisite information to process the claim. We have used 15 days as the 
benchmark for measuring all claim processing. Under this benchmark, we are currently 
paying 98% of all nationwide claims within 15 days and 99+% within 30 days. Only 
about one half of all states even have a requirement. 


2) Implementing a robust audit program for claim payments, which generates secondary 
review of over 10% of all transactions. The audit program provides substantial 
opportunity for supervisors to work with examiners to improve skills and ensure 
consistency of approach. 


3) Automating system improvements to safeguard against errors in payments, including 
development of better management repotting. 


4) Substantially improving the caliber of claims examiners and training programs for all 
staff levels. This has improved the efficacy of management and has ensured consistency 
of service and proper review of all claims processed. 


We also have taken substantial steps over the last few years to ensure that our 
policyholders receive benefits when it comes time to make claims on their policies. The 
company’s policyholders are protected by over $ 1 billion in reserves. In addition, the company 
has purchased 100% reinsurance for substantially all policies written before 2002, and 
substantially reinsures all newly issued policies with a global reinsurer. 

Looking to the future, the need for long term care insurance is more and more evident 
every day. Long term care insurance is a critical element in our growing senior population’s 
financial planning. Our 250 employees are dedicated and passionate about the value they bring 
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to our seniors. We are confident that Penn Treaty will continue to be a key player in this 
business. We have been an innovator and leader in the industry since its inception and, along 
with our industry colleagues, have worked through the inevitable issues noted as the industry 
expanded. Now, as we have throughout our history, Penn Treaty is committed to offering quality 
products to meet the needs of America’s consumers in this field. 

Again, we appreciate the opportunity to appear before the Subcommittee and would be 
happy to respond to any questions. 
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Mr. Stupak. Well, thank you, and we are going to have some 
votes but let us see if we can get our questions in before we have 
the series of votes coming up. 

Mr. Waite, you just said that you pay 98 percent of the claims 
yet all the data we have seen nationally on long-term care rates 
are just around 4 percent. So it should say you are probably actu- 
ally better than the other companies. So I guess I am a little con- 
fused on how you come up with that. Everything they show us it 
is about 4 percent. You are saying you are paying 98 percent, so 
that would be about 2 percent in rejection. 

Mr. Waite. Just to clarify, Mr. Chairman, our denial rate has 
been less than 5 percent, which is right in the range of 

Mr. Stupak. OK. 

Mr. Waite [continuing]. What you are saying. The 98 percent 
that I referred to is once the claim eligibility is actually able to be 
achieved. At that point in time 

Mr. Stupak. So the hurdle is to get over the claims eligibility. 
Right? 

Mr. Waite. Well, we don’t find it to be a hurdle. We actually are 
looking, we typically see eligibility decisions that can be made any- 
where from 24 hours to approximately 12 days. At that time we 
make the decision. Once that information is in, we will be able to 
move forward with our claim decision typically within 24 to 48 
hours. 

Mr. Stupak. Well, let me ask you this. John Hancock testified 
here today and other companies; they have adopted a procedure of 
independent third-party review of denied claims. Does your com- 
pany do that? Will you commit to doing that? 

Mr. Waite. We actually admire John Hancock for doing that. We 
believe that is very proactive. We, too, have supported that effort 
with the NAIC. I will note that one of the challenges 

Mr. Stupak. Yes, but do you do it in your company? Do you have 
third-party review? 

Mr. Waite. We do not, and the reason we do not yet is because 
the states haven’t formulated a plan where it can equitably be put 
in place. We are very much in support of it, however. 

Mr. Stupak. Well, how many states have to have this plan before 
you will do it? I would think if it is a good practice, you would want 
to do it. 

Mr. Waite. It is an excellent practice, Mr. Chairman. We do be- 
lieve, however, that it is much more important for the company to 
be able to give the opportunity for internal appeal and make the 
correct decision, no matter what that is, prior to whatever to it ever 
even needing to get to that point. 

Mr. Stupak. Mr. Wells, let me ask you the same question. Do 
you have a third-party review of denied claims? 

Mr. Wells. No, sir, we do not. 

Mr. Stupak. Will you commit to doing one? 

Mr. Wells. We are in the process of working with an industry 
association. This is a complex issue, we believe, because of the 
number of disparate policies, but we are supporting the industry 
and working with the industry to ultimately arrive at a conclusion. 
We do also have appeal process that a policyholder can go through 
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to appeal, and we have a panel now we have implemented since 
early, mid 2007. It includes a medical director and others. 

So we are making changes to more proactively adjudicate claims. 

Mr. Stupak. Well, you both testified it is a good idea, and you 
support other people doing it, but you are not doing it yourself. And 
Mr. Wells, I am a little concerned because the New York Times ar- 
ticle that came out last year reported that current and former em- 
ployees of your company had testified under oath that they were 
not allowed to call policyholders when they needed more informa- 
tion to make a claim. So if you don’t have third-party review, if 
that is true that when people call they can’t get information on how 
to go about making a claim or the information they need to make 
a claim, how is your company — it is just not making sense here. 

Mr. Wells. Right. Well, we do send claim forms out, and we are 
absolutely supportive of having the claim reviewed. What we have 
done since 

Mr. Stupak. But this is just people asking for information so 
they can make the claim. 

Mr. Wells. Absolutely. 

Mr. Stupak. That is what the New York Times article said, and 
our previous witness said when he had your company, Conseco, too, 
he said, he just asked where he had to get information. 

Mr. Wells. Right. 

Mr. Stupak. And the Commissioners had to 

Mr. Wells. Yes, sir. Could I comment on that? 

Mr. Stupak. Yes. Sure. He had to call someone else to even get 
a claim form for you guys. 

Mr. Wells. Well, prior to 2007 we had a very cumbersome proc- 
ess. Our systems, I think Mark Cohen testified in the first panel, 
part of the issues were some of the processes and systems that 
long-term care has because of claim systems. Claims are still very 
new because the industry is very new. Putting in claims systems 
and processes, which we have been doing, user-friendly claim sys- 
tems and processes, which we have been doing since mid-2007, we 
have completely revamped that process as a result of 

Mr. Stupak. But to completely revamp, why wouldn’t you put in 
a third-party review if you think it is such a good idea? If you made 
all these changes, why wouldn’t you put that critical change in 
there? 

Mr. Wells. And that is under consideration at this point work- 
ing with our third party. But we have now done customer reach- 
out. Before we were having claims come in and in some cases they 
do get stuck. We are now completely doing a customer reach-out 
program when a claim comes in to call the consumer to make sure 
we have got all the information to let them know where the claim 
is. That has been implemented in mid-2007. 

So we have completely revamped that and are working with the 
other states to make sure that we are in compliance with claim 
timeliness and processing. 

Mr. Stupak. Now, I asked the question earlier of the other panel, 
and I will go right to Mr. Shimkus in a minute, but let me ask this. 
You are all publicly-held corporations, and you have responsibilities 
to your shareholders, yet you have to keep reserve. So is this such 
a good model to be offering long-term care? Where is the responsi- 
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bility? To the shareholder or to the client who holds a long-term 
care contract? 

Anyone want to comment on that? Some sites suggest that 
maybe a mutual company might be a better company to hold these 
long-term care contracts. 

Mr. Stinson. 

Mr. Stinson. Chairman, yes. I will comment, because I think you 
have framed it as there is a friction between holding reserves 
and 

Mr. Stupak. Tension. Sure. 

Mr. Stinson [continuing]. Facing into Wall Street, which rep- 
resents as a proxy for our shareholders, I would argue that, in fact, 
there is a lot of pressure from our shareholders to make sure that 
we do have adequate reserves. 

Mr. Stupak. Right. 

Mr. Stinson. So there is as much tension from our shareholders 
and our investors and making sure that we are sound financially 
and that we are adequately reserved to take claims in the future 
as regulators. 

Mr. Stupak. What amount of reserves should you hold as a rule 
of thumb? Is there a rule of thumb? 

Mr. Stinson. Yes. Our, it is statutorily required to have ade- 
quate reserves based on actuarial assumptions, and that is gov- 
erned by each of the States that you sited in. 

Mr. Stupak. And you offer in all 50 states, right? 

Mr. Stinson. Yes. 

Mr. Stupak. OK. Ms. Samoluk, do you want to answer any of it? 

Mr. Samoluk. I would agree with what Mr. Stinson said there. 
We at John Hancock have been selling products, life insurance and 
annuities with a long tail for a long time, and we have been able 
to find that balance between ensuring that you have the reserves, 
which, as was mentioned, are statutorily required. We also meet 
the fiduciary obligation to our shareholders. 

Mr. Stupak. OK. My time is up. Mr. Shimkus, questions. 

Mr. Shimkus. Thank you, Mr. Chairman. 

I am going to go back for Mr. Samoluk on, you said the word that 
I asked in the previous panel. So you support an optional Federal 
charter? And that would be one way. A second way would be to 
make sure the States are developing into compacts. Is that how I 
heard your opening statement? 

Mr. Samoluk. Right. We are supportive of the interstate compact 
and look forward to that being operational. And with regard to the 
optional federal charter, we think that many of the regulators, the 
regulators in the states where we have domiciled companies, do a 
terrific job, but there is uneven regulation around the country. And 
we think that for the sake of consumers, the industry, the market- 
place that an optional federal charter, and, again, it is, it would be 
an optional type of situation, would even out the regulation of the 
industry. 

Mr. Shimkus. And that is the only reason why I followed up with 
that is because when we had the Insurance Commissioners there, 
that is the elephant in the room sometimes when we get in talks 
about insurance issues here at the national level, and many of you 
were sitting on that panel, so I just wanted to follow up on that. 
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In your respective companies, where is your capital being in- 
vested now as far as is it data information services or obviously we 
have issues? Where are you investing to have those products really 
appealing to the consumers? 

Mr. Stinson. 

Mr. Stinson. Yes. I think we learned early on that one of our 
key investments is going to have to be in our claims organization, 
and for our long-term care business we have a dedicated organiza- 
tion of over 250 benefit analysts that do nothing but long-term care 
claims, benefit adjudication. We have invested in systems to make 
sure that we understand as the policies have changed over time, 
that the adjudication can be appropriately applied there. 

So a big part of our capital is invested in our claims administra- 
tion because that is really the moment of truth for us. In terms of 
how we price for stability going long-term, we do take a relatively 
conservative assumption around morbidity and mortality trends, as 
well as investment yields, and we have dropped our persistency as- 
sumption down to 1 percent. So there is not much between one and 
zero. 

Mr. Shimkus. Mr. Samoluk. 

Mr. Samoluk. I think that we would similarly say we are con- 
servative in our, and prudent in our investment activity. 

On where we are putting in the money, in the claims process I 
think in general one frustration that consumers have is that when 
they call up a vendor or the company with which they are doing 
business, they don’t get a human being. They are passed from 
press five, press seven, to get whatever the service is. One of the 
things we put a lot of emphasis on are highly-trained care coordi- 
nators so when, at the onset of the claims process, via an 800 num- 
ber provided in the policy, the policyholder or their family member 
is going to talk to a licensed healthcare practitioner, either a nurse, 
licensed nurse or a social worker, and they are likely to be on the 
phone with that person for 30 minutes, if not more, to run through 
all the benefits, their policy, and that begins the process. 

And we think that is important with the frustrations that I think 
many of us feel. We think that is important to establish that type 
of consumer-friendly approach at a very difficult time for policy- 
holders and or their families. 

Mr. Shimkus. I only have 1 minute left, and there are votes on 
the floor. Let me ask this question. How do we handle, how do we 
deal with the senior citizen who moves across state lines, defini- 
tional changes so when they would call to make a claim, and we 
will just go to Mr. Wells and Mr. Waite, when they call to make 
a claim but now they are in a different state, the state may have 
a different definition as to what is covered, how would that hap- 
pen? What would we do? 

Mr. Wells. Right. Well, when a policyholder moves across state 
lines, they obviously still have the same contract that they had be- 
fore they moved. Our service standards are based on the state in 
which they reside, the claims process, timeliness, or processing and 
what have you, but which is centralized in one location in terms 
of call center and handling phone calls promptly, turn around 
times, and what have you. 
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Mr. Shimkus. Does that cause a little bit more disruption? We 
all were here in the morning with Mr. Bode making the — no one 
wants to have a Mr. Bode as a constituent who is complaining or 
as a client. 

Mr. Wells. Absolutely. What we have done is invested more, 
similar to my cohorts to my right, in people processing systems, 
people on the phone, more people on the phone to handle calls, bet- 
ter trained people, because we have heard throughout the day the 
complexity of this product. Having people better understand the 
product on the front end and proactive at the time they need it, at 
claim time and proactively calling out is one way to handle that 
whole area I think. 

The other thing is to make sure that they have all the claim 
forms. That was mentioned earlier. Making sure they have the 
claim forms, and we also have hired a team of nurses to make sure 
that the care is appropriate, to make sure that the care is utilized, 
the contract is not exhausted, to make sure that the care is there 
when they need it. And so we have hired teams of nurses to work 
with our policyholders. 

Mr. Shimkus. Thank you. And just briefly, Mr. Waite, if you 
want to add. 

Mr. Waite. Sure. Yes, Mr. Shimkus. Our policies also are de- 
signed to be completely portable. What we have done is because we 
recognize that various states may have different requirements for 
timeliness of payment, we have adopted the most rigid of require- 
ments so that we have uniformity, so that our policyholders do not 
suffer as a result of whether they move or not, even if they have 
been issued a policy in one state versus a policyholder in another 
state. Because the investments that we made in our claims per- 
sonnel and our claims systems and also by the way our actuarial 
resources, because this older block of business is really becoming 
the troublesome area in long-term care. New business has done 
very, very well, and I think all of our members will recognize the 
value that the NAIC has given to us. 

Mr. Stupak. Thank you. Mr. Walden for questions. 

Mr. Walden. Yes, and I will try and be pretty quick here, Mr. 
Chairman, because I know we have votes. 

So, Mr. Waite, I would be curious to know if the other members 
of the panel agree, are all of you writing your plans to the highest 
standards that are out there that States have, or does it matter? 
There are obviously these NAIC model code requirements and all. 
Are you writing your plans to those levels? 

Mr. Waite. We are. 

Mr. Wells. In terms of claims management? 

Mr. Walden. Yes. 

Mr. Wells. We are writing within the State requirements and 
in some 

Mr. Walden. State by state or 

Mr. Wells. Which vary by state. And where the states may not 
have standards, we adhere to the State of Domicile, which is Penn- 
sylvania, which is the sixth most rigid standard State. 

Mr. Walden. All right. Sir. 
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Mr. Samoluk. Yes, Congressman. We adhere to those NIA stand- 
ards throughout the country, whether they have been adopted or 
not. 

Mr. Walden. All right. Mr. Stinson. 

Mr. Stinson. Yes. The same. 

Mr. Walden. OK. So you adhere to those model standards, and 
Mr. Waite, you indicated you do as well? 

Mr. Waite. Yes, we do. As a matter of fact, one thing that is very 
important about it is that prior to states actually adopting the 
Model Act, there is, there was a lot of thought put into the, by the 
actuarial community about how to deal with premium rate in- 
creases in the future or to potentially avoid them. 

Mr. Walden. Right. 

Mr. Waite. The Model Act embedded a requirement to have a 
margin for moderately-adverse experience that inevitably can come 
along. We have adopted that since day one every before any states 
actually put that in or elected it because today only about 25 states 
have even adopted the Model Act, as you know. 

We have adopted that pricing network across all 50 states. 

Mr. Walden. So do you believe that the insurance industry can 
meet the projected needs of the senior population in the years to 
come? We heard from the Insurance Commissioners some question 
about this is such a new product, and there is much in the rear- 
view mirror. Are you all comfortable that you can price this in a 
way that when I am at that age, which, well, that won’t be that 
far, I guess, but when others are that are younger that the funds 
will be there to take care of what was promised? 

Mr. Waite. 

Mr. Waite. I think probably I can help that because I think on 
the new pricing for new policies and in our case we define that 
from 2002, forward, the pricing standards have been very good for 
that. The protections for consumers have been very good based 
upon the NAIC’s work as the Commissioners spoke to earlier. 

The difficulty arises based upon the old blocks of business, and 
we understand this better than anybody because we were one of 
the first out there. The evolution of the industry, the ability to 
monitor what is happening with new trends, the payment of as- 
sisted living facilities. 

Mr. Walden. Right. 

Mr. Waite. It used to be that a claim could go 2V2 years. Today 
it can go 20 years. That was never contemplated and to the extent 
a company like ours honors that as part of the policy, that becomes 
very problematic. 

Mr. Walden. And I know we have to wrap this up. Do you all 
agree with that? Do you all share the same view? 

Mr. Wells. We agree. 

Mr. Stinson. I will just add I think it is 

Mr. Walden. I am not sure your mike is on. 

Mr. Stinson. It is on. I will just move it closer. 

Mr. Walden. There you go. Thank you. 

Mr. Stinson. I think it is important for the Committee to under- 
stand the single largest driver of the financial performance on 
those older blocks dealt with one assumption, which was the vol- 
untary lapse expectation. 



266 


Mr. Walden. What does that mean? 

Mr. Stinson. Meaning the assumption that we build in that says 
consumers are going to voluntarily stop paying premiums. 

Mr. Walden. I see. 

Mr. Stinson. Which would terminate the policy. In the products 
that were built in the ’70s and ’80s, that expectation was for our 
business around 5 percent. The actual experience we have seen is 
only 1 percent. 

Mr. Walden. Wow. 

Mr. Stinson. And so the products that we sell and have sold for 
the last 5 to 10 years really have radically dropped that rate. The 
product we sell today has a 1 percent voluntary lapse rate assump- 
tion. 

Mr. Walden. How does that compare just real quickly to life in- 
surance policies? What is the voluntary drop rate there? 

Mr. Stinson. Health insurance would be 10, 15 percent or high- 
er. 

Mr. Walden. OK. And life insurance? 

Mr. Stinson. Life insurance would probably be as well high, sin- 
gle digits. 

Mr. Walden. OK. Thank you very much, Mr. Chairman, and I 
want to thank our panelists. 

Mr. Stupak. Let me just follow up on that. If your retention rate 
was 99 percent, only 1 percent drop, and then does that justify 
large increases in premiums then to bring those more expensive, 
older policies to be able to pay them? 

Mr. Waite, your company asked for a 73 percent increase on one. 
I think, Mr. Wells, you guys had 30 to 50 percent. It seems like, 
since you have a larger retention rate, you have to make up the 
money because you were under-priced to begin with. Right? 

Mr. Wells. That is part of the issue. The older, on the older poli- 
cies where the lapse rate that was being discussed is lower, there 
are claims, more claims. So since the claims in the future are high- 
er, that drives some of the pricing issues that we have had as an 
industry. 

Mr. Stupak. Well, if you don’t get your increase, let us say it 
goes up 20 percent, if your rate goes up, pumps like 20 percent, do 
people start dropping off then? Is that one of the reasons 

Mr. Wells. That could be one result that policyholders because 
of the increases are dropping off. 

Mr. Stupak. Mr. Pomeroy, do you have a quick question? We 
only have a few minutes left on the floor, and we will 

Mr. Pomeroy. Right. I will be quick, and thank you again for 
your courtesy. 

Mr. Wells, what percentage of the book, what percentage of busi- 
ness on your books was acquired through acquisition versus direct 
writing? 

Mr. Wells. We have right now with Conseco about 150,000 poli- 
cies, and with Bankers about 350,000 policies in force. 

Mr. Pomeroy. So what percentage did you write? What percent- 
age did you buy books of business from other writers? 

Mr. Wells. With Conseco Senior those were all acquisitions. 
Bankers is the organically grown block. 
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Mr. Pomeroy. So you have about three-to-one ratio of policies ac- 
quired versus policies written. 

Mr. Wells. Policies acquired one-to-three, three-to-one. Bankers. 
The organically grown business is three to 

Mr. Pomeroy. And you just spent all this time talking about the 
identified problems with the older books of business, but you were 
acquiring through acquisition, these older books, as recently as the 
last few years. Isn’t that correct? 

Mr. Wells. Right. We 

Mr. Pomeroy. What was the business plan? How in the world 
were you going to make that work when everyone knew these were 
bad books of business? 

Mr. Wells. Well, there were some problems identified actuari- 
ally as the business 

Mr. Pomeroy. Did you just fail to do due diligence, or was it your 
intention to simply bring into the mother ship some of the same 
flawed practices of rating and claims denial you saw with these lit- 
tle companies you were buying up? 

Mr. Wells. No, sir. That was not our intent. 

Mr. Pomeroy. Did you enter a consent agreement with the Com- 
missioners for $10 million contingent fine? 

Mr. Wells. Well, sir, the fine with the multi-state exam was 2.3 
million for 42 states that is now entered into the agreement. If we 
don’t perform claims and complaint handling appropriately, the 
back end fine could be $10 million. 

Mr. Pomeroy. So you paid $2.4 million. It could go up to $10 if 
you don’t dramatically change the identified conduct? 

Mr. Wells. Absolutely and 

Mr. Pomeroy. I would say that I have never in my experience 
heard of fines approaching this level. I believe that you have dis- 
graced, your company has disgraced the whole notion of long-term 
care insurance and a lot of good work a lot of people have tried to 
do. I feel a sense of personal embarrassment that the regulations 
that I helped develop allowed a company like yours to operate in 
the way that it did. I would hope that my successors in office, these 
Insurance Commissioners, have identified the problems and are 
working with you to make it right. 

This study group that you talk about, I talked to them in May 
of ’07. Here we are in the summer of ’08, and you are still contem- 
plating third-party claims examination. All the rest of it to me is 
still a very long way to go to write an extraordinarily unacceptable 
company track record relative to this business. 

I am sorry our time is up. You deserve a chance to respond. Cer- 
tainly can put one in the record, but the Chairman and I have to 
run and vote. 

I yield back, Mr. Chairman. Thank you. 

Mr. Stupak. Well, thank you, Mr. Pomeroy, and thanks to the 
witnesses. We could keep you on hold for 40 minutes, but that 
probably wouldn’t solve anything here. So we have four votes, and 
two of them are 15 minutes, so we would be at least 40, 45 min- 
utes. 

So I am going to let you go. Thank you very much for being here. 
We may follow up with some written questions. That concludes all 
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the questioning. I want to thank all of our witnesses for coming 
today and for your testimony. 

I ask unanimous consent that the hearing record will remain 
open for 30 days for additional questions for the record. 

Without objection, the record will remain open. 

I ask unanimous consent that the contents of our document bind- 
er be entered in the record. 

Without objection, the documents will be entered into the record. 

That concludes our hearing. Without objection, this meeting of 
the subcommittee is adjourned. 

[Whereupon, at 2:35 p.m., the subcommittee was adjourned.] 

[Material submitted for inclusion in the record follows:] 
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Glossary of Terms 

Activities of Daily Living (ADLs): Everyday actions performed by individuals such as 
dressing, eating, bathing, toileting, continence and transferring. Most LTCI policies covering 
long-term care services base qualification for benefits on the individual’s inability to perform a 
certain number of ADLs. 

Benefit Trigger: Determinations as to whether the policyholder has met the policy’s 
requirements for benefit eligibility, such as inability to perform a certain number of ADLs or 
cognitive impairment. 

Custodial Care: Non-medical care that meets an individual’s personal needs. For example, 
custodial care includes help eating, bathing, toileting, taking medication, or walking. 

Daily Benefit Amount: The amount that an insurance policy covers for each day of services 
provided. Some policies pay a flat daily benefit amount, while others will pay reasonable and 
customary charges up to the daily benefit amount. 

DRA: The Deficit Reduction Act of 2005. 

Elimination Period: The number of days than an individual must receive long-term care 
services before benefits will be paid under the policy. During the elimination or waiting period, 
the policyholder has to pay privately for care. Shorter elimination periods increase the cost of 
coverage. 

Guaranteed Renewable: An individual has the right to continue the policy as long as the 
premiums are paid on a timely basis. An insurer cannot terminate the policy if the individual’s 
health declines. The insurer cannot make any change in any provision of the policy while the 
insurance is in force without the individual’s concurrence. 

HIPAA Tax-Qualified Policies: Individuals who purchase “tax-qualified” policies can deduct 
their long-term care insurance premiums (up to specified amounts) along with other medical 
expenses to the extent they exceed 7.5 percent of adjusted gross income, and can exclude benefit 
payments from gross income. Policies must begin coverage when a person is certified by a 
licensed health care practitioner to require assistance with 2 of at least 5 of the following ADLs: 
eating, toileting, transferring, bathing, dressing, and continence, for at least 90 days due to a loss 
of functional capacity (or have a similar level of disability as determined by the Secretary of 
Health and Human Services (HHS); or require “substantial supervision” to protect such 
individual from threats to health and safety due to a severe cognitive impairment. Carriers 
offering tax-qualified policies must comply with certain provisions of the NAIC Long-Term 
Care Insurance Model Act and Regulation adopted in January 1993, as well as other consumer 
protection provisions in HIPAA. For instance, carriers must offer a minimum level of inflation 
protection (for group policies only) and non-forfeiture benefits. 
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Inflation Protection Benefit: Increases the daily benefit amount and policy maximums over 
time to help keep pace with inflation and increased expenses. Because the cost of LTC services 
(and health care in general) is rising faster than the general rate of inflation, a per diem coverage 
amount adequate today is likely to be inadequate by the time the policyholder needs services. As 
a result, most policies offer inflation protection for an additional charge. For example, the policy 
may provide that the allowable per diem payment will increase 5 percent per year, at a 
compounded annual rate. Some analysts suggest, however, that the cost of historical, as well as 
anticipated, inflation for LTC costs is actually 6 percent, which means that even policies with 5 
percent compounded inflation protection will be worth substantially less if the policyholder does 
not claim benefits for a number of years. At present. Partnership policies do not require an offer 
of a compounded interest rate as inflation protection. 

Lapse: When a policyholder stops paying premiums before the end of an insurance contract. 
Lapsing on a LTCI policy is a significant loss for a consumer, since none of the premiums paid 
will lead to benefits received unless there is a nonforfeiture benefit in the policy (see below). 
Therefore, LTCI customers are less likely to lapse in coverage than in other areas of insurance, 
such as health insurance or automobile insurance. The LTCI industry has faced problems 
because its customers have lapsed at lower rates than they had assumed (thus leading to higher 
than expected liabilities for insurance companies). 

Nonforfeiture Benefit: A benefit designed to ensure that if an insurance policy lapses after a 
specific number of years, some of the benefits from the policy will be retained. 

Partnership Programs: The DRA allowed all States to establish Partnership programs similar 
to those previously operating only in California, Connecticut, Indiana, and New York. The 
Partnership program allows buyers of qualified long-term care policies to protect their assets and 
qualify for Medicaid once they exhaust their policy benefits. Private companies sell long-term 
care insurance policies that have been approved by the State and meet certain standards, such as 
having minimum inflation protection. In addition to being tax-qualified under HIPAA, 
“Partnership policies” must comply with the rate stability provisions of the 2000 version of the 
NAIC Long-Term Care Insurance Model Act and Regulations. If, at any time, the NAIC 
changes its rales for LTCI, the DRA gives HHS 12 months to decide whether the Partnership 
will adopt the change. At present. Partnership policies are available in 13 States (California, 
Connecticut, Florida, Indiana, Idaho, Ohio, Oregon, Minnesota, Nebraska, New York, 
Pennsylvania, South Dakota, and Virginia). Additional States have enacted legislation to 
authorize plans under the new law and are seeking plan approval from HHS. While it remains 
unclear whether the anticipated Medicaid savings will occur as a result of the Partnership 
program, it does appear that the prospect of possible savings through the program has 
encouraged States to adopt additional consumer protections for policyholders. 

Respite Care: Services to provide family members a rest or vacation from caregiving 
responsibilities. 

Suitability: The appropriateness of an insurance product for the customer. In the context of 
LTCI, the risk is that the customer cannot afford it, or may “over-insure” or “under-insure.” 
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States establishing Partnership programs must ensure that issuers of Partnership policies develop 
and use suitability standards consistent with the NAIC’s models. It is too early to evaluate the 
effect that this requirement will have on sales and marketing of Partnership policies and non- 
Partnership policies. 

Waiver of Premium: After a policyholder has received benefits for the specific number of days 
stated in the policy, no further premiums will be due until after he or she leaves the nursing 
home. 
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1 

E&C Committee letter to GAO, re: request for GAO to review long- 
term care insurance issues, etc. 

10/10/07 

2 

Letter from Chairmen Dingell and Stupak to Conseco, tnc., re: 
investigation of deceptive business practices of companies who sell 
long-term healthcare insurance policies, etc. 

05/23/07 

3 

Letter from Chairmen Dingeii and Stupak to Penn Treaty, re: 
investigation of deceptive business practices of companies who sell 
long-term healthcare insurance policies, etc. 

05/23/07 

4 

Press Release by Senator Grassley, re: "Grassley Seeks Information 
from Long-term Care insurance Providers." 

10/01/07. 

5 

CRS Memorandum from Janemarie Muivey, Aging Policy Specialist, 
re: "Long Term Care Insurance: Key Features of Legislation in the 

1 1 0th Congress.” 

07/03/08 
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6 

New York Times article by Charles Ouhigg, subject: "Aged, Frail and 
Denied Care by Their Insurers,” 

03/26/07 

7 

Los Angeles Times article by Jonathan Peterson, subject: "Long- 
term Insurance: Worth its Weight?" 

11/04/07 

8 

USA Today article by John Waggoner, subject: "Long-term Care 
insurance Has its Rewards But May Not Be for Everyone." 

02/01/08 

9 

Wall Street' Journal article by Jennifer levitz, et at,, subject: “States 
Draw Fire for Pitching Citizens On Private long-term Care 

Insurance." 

02/26/08 

10 

Chicago Tribune article by Janet Kidd Stewart, subject: "Increasing 
Numbers Buying Insurance to Cover Extended Care." 
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11 

CRS Presentation to E&C staff, re: "Long-Term Care Insurance 
Briefing." 

06/17/08 

12 

GAO Report, subject: "Long-Term Care Insurance: Oversight of Rate 
Setting and Claims Settlement Practices." 

June 2008 

13 

National Association of Insurance Commissioners (NAIC) Long Term 
Care Data Call & Analysis Reports 

05/09/08 
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14 

NAIC News Release, subject; "State Insurance Regulators Fine 
Conseco." 

05/07/08 

15 

"Market Conduct Examination Report on Conseco Senior Health 
Insurance Company; NAIC Company Code 76325." 

04/30/07 
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Regulatory Settlement Agreement between Conseco Senior Health 

16 Insurance Company and Bankers Life & Casualty Company. 

03/30/08 

CRS Memorandum to E&C Staff from Janemarie Mufvey, re: 
"Background and Status of State Prompt Pay Laws for LTC 

17 (insurance." 

07/15/08 

18 • 

Letter from NAIC to Senator Grassley, re: Concerns about media 
reports of unfair claims handling practices by certain long term care 
insurers, etc. 

06/22/07 




Consumer Perspective and Protection 




19 

Report by Bonnie Burns, California Health Advocates, subject: 
"Comparing Long-Term Care Insurance Policies: Bewildering 

Choices for Consumers." 

May 2006 

20 

Policy Brief by R. Tamara Konetzka, Chicago University, et ai, 
subject "Why Do People Let Long-Term Care Insurance Policies 
Lapse?" 

July 2008 

21 

Georgetown University Long-Term Care Financing Project article by 
Judith Feder, et ai, subject; "Long-Term Care Financing: Policy 
Options for the Future." (summary and conclusion) 

June 2007 

22 

AARP Public Policy Institute Fact Sheet, subject: "Long-Term Care 
Insurance." 
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American Independent Network insurance Company of New York, 
"Personal Freedom." 
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Genworth Financial, "Classic Select Application Booklet.” 



AARP handout, subject "Long-Term Care insurance: Should You 

Buy It?" 
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October 10, 2007 


DENNIS B. RTZGIBSONS. CHIEF OF STAFF 
GREGG A. ROTHSCHILD. CHEF COUNSEL 


The Honorable David M. Walker 
Comptroller General 
U.S. Government Accountability Office 
441 G Street, N.W. 

Washington, D.C. 20548 

Dear Comptroller General Walken 

We understand that Senator Kohl, Chairman of the Senate Special Committee on Aging; 
Senator Grassley, Ranking Member of the Committee on Finance; and Senators Clinton, 
Klobuchar, and Obama have requested that the Government Accountability Office review certain 
issues relating to long-term care insurance, including consumer protections and enforcement of 
standards related to claims denials and rate increases. The Committee on Energy and Commerce 
and the Subcommittee on Oversight and Investigations would like to join their request. We have 
consulted with Senator Kohl and the other requesters and understand that they have no 
objection. 

If you have any questions regarding this request, please contact Kristine Blackwood with 
the Committee on Energy and Commerce staff at (202) 226-2424. 



Sincerely, 


John D. Dingell 
Chairman 




Joe 

Ranking Member 
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cc: The Honorable Bart Stupak, Chairman 

Subcommittee on Oversight and Investigations 

The Honorable Ed Whitfield, Ranking Member 
Subcommittee on Oversight and Investigations 

The Honorable Herb Kohl, Chairman 
Senate Special Committee on Aging 

The Honorable Chuck Grassley, Ranking Member 
Senate Committee on Finance 

The Honorable Hillary Rodham Clinton, Member 

Senate Committee on Health, Education, Labor, and Pensions 

The Honorable Amy Klobuchar, Member 
Senate Joint Economic Committee 

The Honorable Barack Obama, Member 

Senate Committee on Health, Education, Labor, and Pensions 
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May 23, 2007 


DENNIS B. (TTZGIBBONS, CHIEF OF STAFF 
GREGG A. ROTHSCHILD, CHIEF COUNSEL 


Mr. C. James Prieur 
Chief Executive Officer 
Conseco, Inc. 

11825 North Pennsylvania Street 
Carmel, IN 46032 

Dear Mr, Prieur: 

Pursuant to Rules X and XI of the Rules of the U.S. House of Representatives, the 
Committee on Energy and Commerce and its Subcommittee on Oversight and Investigations are 
investigating allegations of unfair and deceptive business practices of companies that underwrite, 
market, and sell long-term nursing home and home health care insurance policies. 

The U.S. Census Bureau projects that the number of Americans age 65 and older will 
exceed 71 million by 2030, nearly 20 percent of the population. According to the American 
Society on Aging, of those who reach the traditional retirement age of 65, more than 70 percent 
will require long-term care. The Congressional Budget Office reports that approximately 60 
percent of long-term care spending is publicly financed, principally through the Medicaid 
program, and to a lesser extent through the Medicare program. For those long-term care 
policyholders whose coverage claims are denied because of bad faith practices of their company 
often must resort to “spending down” their assets until they are eligible for Medicaid coverage. 
The result further increases the financial pressure on this Nation’s publicly-financed healthcare 
systems, limits possible life-prolonging care options for the individual policyholder, and deprives 
policyholders and their families the peace of mind and financial stability they had expected. 

Conseco, Inc., a Delaware corporation (CNO), the successor to Conseco, Inc., an Indiana 
corporation, is the holding company for a group of insurance companies (collectively, “CNO 
companies”) that operate throughout the United States. These companies develop, market, and 
administer a variety of insurance products, including long-term care insurance. CNO is one of - 
the largest insurers in the country and, according to CNO’s recent Securities and Exchange 
Commission filings, the company collected more than $4.2 billion in premiums in 2006, of 
which about 21 percent were for long-term care policies. Yet a recent article 1 in The New York 

1 “Aged, Frail and Denied Care by Their Insurers,” New York Times , 26 March 2007, sec. A16, p. 1 . 
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Times by investigative reporter Charles Duhigg reported that companies such as the CNO 
companies may have “developed procedures that make it difficult — if not impossible — for 
policyholders to get paid.” Data from the National Association of Insurance Commissioners 
indicate that Conseco received more than 1 complaint regarding long-term care insurance for 
every 383 of its policyholders— a troubling statistic when compared to CNO’s industry peers. 
The Times reported that current and former employees of CNO and other long-term care insurers 
have “described business practices that denied or delayed policyholders* claims for seemingly 
trivial reasons,” and that claims were denied because policyholders failed to submit insignificant 
paperwork, caretakers’ daily nursing notes did not detail minute procedures, policyholders filled 
out the wrong forms after receiving them from the insurance companies, or policyholders were 
treated at facilities deemed inappropriate despite the fact that they were licensed by State 
regulators. 

As the Congress considers ways to preserve the solvency of the Medicare Trust Fund and 
the long-term viability of the Medicaid program, we must ensure that those who purchase long- 
term care coverage, and pay their premiums on time and in good faith, are not forced to use 
publicly-financed programs because their insurance policies are structured to deny coverage. 
Accordingly, to assist us in our review of the practices and protocols some of the larger long- 
term care insurers use for handling claims, we request that you provide the following documents 
to this Committee within three weeks of the date of this letter 

1 . All. complaints, grievances, requests for reconsideration and appeals concerning the 
denial of claims for payment for long-term care services submitted to the CNO 
companies from September 1 0, 2003, through the present As used in this letter, the 
term “long term care services” includes confinement to nursing facilities and assisted 
living facilities, home health care, community-based care furnished by licensed care 
providers and unlicensed caregivers, and nonforfeiture benefits (guaranteeing certain 
paid-up benefits in the event of policy lapse). 

2. All documents from September 1 0, 2003, to the present that reflect administrative 
proceedings initiated against the CNO companies by any State Insurance 
Commissioner or State Insurance Department arising out of the denial of claims for 
payment for long-term care services. 

3. All documents that reflect complaints filed against the CNO companies in State or 
Federal court arising out of the denial of claims for payment for long-term care 
services from September 10, 2003, through the present, all settlement agreements 
involving any such complaints, and all dismissals, voluntary or involuntary, of any 
such complaints. 

4. All training manuals, training materials, and employee instructions and advisories 
concerning claims review, claims handling and investigation protocols, and dispute 
resolution procedures from January 1, 2002, through the present. 
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5. All documents that reflect loss ratios experienced by the CNO companies with respect 
to all long-term care policies from January 1, 2002, through the present. 

6. All studies and recommendations of long-term care administration companies with 
respect to the CNO companies’ claims management practices. 

7. All memoranda and similar documents relating to increasing the specialization of 
claims adjudication teams, realignment of training and audit areas with claims 
processing functions, and claims handling procedures. 

8. Exemplars of all notices to policyholders describing the CNO companies’ dispute 
resolution processes issued from January 1 , 2002, through the present; and 

9. Job performance evaluation and bonus criteria for claims processors, adjusters, 
adjudicators, and customer service representatives from January 1, 2002, through the 
present. 

Thank you in advance for your cooperation and prompt attention to this request. Should 
you have any questions, please contact Kristine Blackwood, Investigative Counsel to the 
Committee on Energy and Commerce, at (202) 226-2424. 



cc: The Honorable Joe Barton, Ranking Member 

Committee on Energy and Commerce 

The Honorable Ed Whitfield, Ranking Member 
Subcommittee on Oversight and Investigations 
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Mr, William W. Hunt, Jr. 

President and Chief Executive Officer 
Penn Treaty American Coip. 

3440 Lehigh Street 
Allentown, PA 18103 

Dear Mr. Hunt: 

Pursuant to Rules X and XI of the Rules of the U.S. House of Representatives, the 
Committee on Energy and Commerce and its Subcommittee on Oversight and Investigations are 
investigating allegations of unfair and deceptive business practices of companies that underwrite, 
market, and sell long-term nursing home and home health care insurance policies. 

The U.S. Census Bureau projects that the number of Americans age 65 and older will 
exceed 7 1 million by 2030, nearly 20 percent of the population. According to the American 
Society on Aging, of those who reach the traditional retirement age of 65, more than 70 percent 
will require long-term care. The Congressional Budget Office reports that approximately 60 
percent of long-term care spending is publicly financed, principally through the Medicaid 
program, and to a lesser extent through the Medicare program. For those long-term care 
policyholders whose coverage claims are denied because of bad faith practices of their company, 
they often must resort to “spending down” their assets until they are eligible for Medicaid 
coverage. The result further increases the financial pressure on this Nation’s publicly-financed 
healthcare systems, limits possible life-prolonging care options for the individual policyholder, 
and deprives policyholders and their families the peace of mind and financial stability they had 
expected. 

Penn Treaty American Corporation (Penn Treaty) offers long-term care insurance through 
Penn Treaty as well as its affiliated companies — American Network Insurance Company and 
American Independent Network Insurance Company of New York (collectively, “Penn Treaty 
companies”). According to Penn Treaty’s most recent Securities and Exchange Commission 
filings, the company collected more than $300 million in premium revenues in 2005. Yet a 
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recent article 1 in The New York Times by investigative reporter Charles Duhigg reported that 
companies such as the Penn Treaty companies may have “developed procedures that make it 
difficult — if not impossible — for policyholders to get paid.” Data from the National Association 
of insurance Commissioners indicate that Penn Treaty received more than 1 complaint for every 
1,207 long-term care insurance policyholders — a troubling statistic when compared to industry 
peers. The Times reported that current and former employees of Penn Treaty and other long-term 
care insurers have “described business practices that denied or delayed policyholders’ claims for 
seemingly trivial reasons,” and that claims were denied because policyholders failed to submit 
insignificant paperwork, caretakers’ daily nursing notes did not detail minute procedures, 
policyholders filled out the wrong forms after receiving them from the insurance companies, or 
policyholders were treated at facilities deemed inappropriate despite the fact that they were 
licensed by State regulators. 

As the Congress considers ways to preserve the solvency of the Medicare Trust Fund and 
the long-term viability of the Medicaid program, we must ensure that those who purchase long- 
term care coverage, and pay their premiums on time and in good faith, are not forced to use 
publicly-financed programs because their insurance policies are structured to deny coverage. 
Accordingly, to assist us in our review of the practices and protocols some of the larger long- 
term care insurers use for handling claims, we request that you provide the following documents 
to this Committee within three weeks of the date of this letter: 

1 . All complaints, grievances, requests for reconsideration and appeals concerning the 
denial of claims for payment for long-term care services submitted to Penn Treaty 
companies from January 1, 2004, through the present. As used in this letter, the term 
“long-term care services” includes confinement to nursing and assisted living 
facilities, home health care, community-based care furnished by licensed care 
providers and unlicensed caregivers, and nonforfeiture benefits (guaranteeing certain 
paid-up benefits in the event of policy lapse). 

2. All documents from January 1 , 2004, through the present that reflect administrative 
proceedings initiated against Penn Treaty companies by any State Insurance 
Commissioner or State Insurance Department arising out of the denial of claims for 
payment for long-term care services. 

3. All documents that reflect complaints filed against Penn Treaty companies in State or 
Federal court arising out of the denial of claims for payment for long-tenn care 
services from January 1, 2004, through the present, all settlement agreements 
involving any such complaints, and all dismissals, voluntary or involuntary, of any 
such complaints. 


“Aged, Frail and Denied Care by Their Insurers,” New York Times , 26 March 2007, sec. A16, p. 1. 
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4. All training manuals, training materials, and employee instructions and advisories 
related to claims review, claims handling and investigation protocols, and dispute 
resolution procedures from January 1, 2002, through the present. 

5. All documents that reflect loss ratios experienced by the Penn Treaty companies with 
respect to all long-term care policies from January 1, 2002, through the present. 

6. The Corrective Action Plan entered into with the Pennsylvania Insurance Department 
and any amendments thereto. 

7. Exemplars of all notices to policyholders describing the Penn Treaty companies’ 
dispute resolution processes issued from January 1, 2002, through the present; and 

8. Job performance evaluation and bonus criteria for claims processors and customer 
service representatives from January 1, 2002, through the present. 


Thank you in advance for your cooperation and prompt attention to this request. Should you 
have any questions, please contact Kristine Blackwood, Investigative Counsel to the Committee 
on Energy and Commerce, at (202) 226-2424. 



cc: The Honorable Joe Barton, Ranking Member 

Committee on Energy and Commerce 

The Honorable Ed Whitfield, Ranking Member 
Subcommittee on Oversight and Investigations 
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For Immediate Release 
Monday, October 1, 2007 

Orasslev seeks information from long-term care insurance providers 
Senator continues oversight of industry 

WASHINGTON — Sen. Grassley is asking the nation’s top providers of long-term care 
insurance to provide information about how claims are processed in order to learn more about 
how effectively the sector is meeting the needs of Americans who have purchased such policies, 
which has been encouraged through federal tax incentives. 

“Preparing for long-term care needs can make a big difference in both the quality of life 
for individuals and the solvency of Medicaid,” Grassley said. “Long-term care insurance 
products are fairly new to the marketplace, so it’s important that policy makers continue to 
assess how they are working to meet needs and how their success is affecting public programs.” 

In April, Grassley asked the independent Government Accountability Office to conduct a 
review of the long-term care insurance industry following a New York Times story about 
rejected claims by policy holders. In August, the Des Moines Register ran a series of stories 
about whether long-term care insurance policies are providing the coverage purchasers expect. 
Grassley said he is asking providers for information today based in part on the response he 
received recently from the National Association of Insurance Commissioners to questions about 
trends in the industry. 

Grassley is a long-time advocate for enhancing retirement security with incentives for 
long-term care coverage and has exercised oversight of the long-term care insurance industry on 
behalf of policy holders. As Chairman of the Senate Special Committee on Aging during the late 
1990s, he first sponsored legislation to expand long-term care insurance opportunities for 
individuals and held hearings on a range of retirement security issues. He undertook several 
initiatives to improve the quality of long-term care services. 

As Chairman of the Finance Committee for four and a-half years between 2000;and 2007 , 
Sen. Grassley continued his efforts to promote awareness about long-term care insurance by 
working to create a long-term care information clearinghouse at the Department of Health and 
Human Services. He also expanded the partnership program, which is intended to encourage 
people who might otherwise rely on Medicaid to purchase long-term care insurance, in the 
Deficit Reduction Act of 2005. 

The text of Grassley ’s letter to 1 1 insurance providers follows a list of those who 
received the letter. 

September 27, 2007 

Chairman, President and Chief Executive Officer 
Genworth Financial, Inc. 

6620 W. Broad St. 
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Richmond, VA 23230 

Dominic D ’Alessandro 
President and Chief Executive Officer 
Manulife Financial Corporation 
200 Bloor Street East, 

Toronto, ON, M4W 1E5 

C. James Prieur 

Chief Executive Officer 

Conseco, Inc. / Bankers Life and Casualty 

1 1 825 N. Pennsylvania Street 

Carmel, IN 46032 

Stephen W. Lilienthal 

Chairman and Chief Executive Officer 

Continental Casualty Company 

333 S. Wabash Ave 

Chicago, IL 60604 

Robert C. Henrikson 

Chairman of the Board, President and Chief Executive Officer 
MetLife, Inc. 

One MetLife Plaza 
27-01 Queens Plaza North 
Long Island City, NY 11101 

William W Hunt, Jr. 

President and Chief Executive Officer 
Penn Treaty American Corporation 
3440 Lehigh Street 
Allentown, PA 18103 

Thomas R. Watjen 

President and Chief Executive Officer 
Unum Group 
1 Fountain Square 
Chattanooga, TN 37402 

Timothy Francis Kneeland 
President 

Life Investors Insurance 
4333 Edgewood Rd NE 
Cedar Rapids, IA 52499 


Dan Neary 
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Chief Executive Officer 

Mutual of Omaha Insurance Company 

Mutual of Omaha Plaza 

Omaha, Nebraska 68175 

Arthur Ryan 

President and Chief Executive Officer 
Prudential Financial, Inc. 

751 Broad Street 
Newark, NJ07102 

Sy Sternberg 

Chairman of the Board and Chief Executive Officer 
New York Life Insurance Company 
51 Madison Avenue, Suite 3200 
New York, NY 10010 

Dear 


The United States Senate Committee on Finance ("Committee") has exclusive 
jurisdiction over the Medicare and Medicaid programs and, accordingly, the duty to ensure that 
these programs are fiscally sound. As a senior member of the United States Senate and Ranking 
Member of the Committee, I have a special responsibility to ensure that programs such as 
Medicare and Medicaid are not unnecessarily burdened. It is for this reason that I have been 
interested in learning more about long term care insurance ("LTCI"). 

As you know, LTCI is an invaluable tool to millions of Americans planning for their long 
term needs. Furthermore, the Federal Government has a significant interest in the LTCI 
industry's partnership with the Medicaid program. As part of the Deficit Reduction Act of 2005, 
Congress allowed for the expansion of the long term care insurance partnership program to all 50 
states. The purpose of the partnership program is to encourage people who might otherwise rely 
on the Medicaid program to purchase LTCI to help meet their long term care needs. However, if 
more claims for long term care related expenses are denied, there could be a substantial and 
perhaps unnecessary financial burden placed on Medicaid. 

As you are likely aware, earlier this year the New York Times NYT published an article 
critical of the long term care insurance industry. The article focused on reports that a growing 
number of LTCI policyholders are experiencing greater difficulty in recovering claims for long 
term care expenses. The article also suggested that some LTCI providers have made it more 
difficult for policyholders to be paid for legitimate claims. 

In response to my growing concern over this matter, I asked the Government 
Accountability Office ("GAO") to perform an extensive review of the long term care insurance 
industry. I also contacted the National Association of Insurance Commissioners ("NAIC") to 
gather its insight on these matters. 
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While the GAO review is ongoing, I have received the NAIC's response and it contains 
some troubling data. In my letter to the NAIC, I asked a number of questions, including whether 
or not there were any notable trends in the industry. Specifically, I was concerned with reports 
of an increasing number of claim denials. In its response, the NAIC reported that there has been 
a 92% increase in the number of long term care complaints nationally from 2001 to 2006. The 
NAIC also conveyed that it had identified a steady increase in the number of complaints 
regarding claim denials, including a 74% increase in the number of claim denial related 
complaints between 2003 and 2006. While this may be explained by the increasing number of 
people purchasing LTCI, the relationship remains unclear. Furthermore, the NAIC reported that 
over 70% of claim denials are overturned in favor of the policyholder upon appeal. The NAIC 
noted that this is "a pattern of error not typically found in other lines of health-related insurance." 

As part of the Committee's ongoing inquiry into these important matters, I am interested 
in learning how LTCI providers manage their policies and serve their beneficiaries. I am also 
interested in learning how providers decide which claims to approve and which to deny. 
Accordingly, I would appreciate your answers to the following questions regarding your 
company's policies and practices: 

1 . Please describe, in detail, the process Unum Group utilizes when receiving a claim for 
payment of a LTCI policy. Specifically, I am interested in learning: 

a) How a claim is handled from the moment it is first received to when it is paid to the 
policyholder; 

b) What requirements must be fulfilled in order for a claim to be paid, including any 
documents needed for submission; 

c) The process by which it is determined that additional information is needed to complete a 
claim and the process for communicating this additional information to the policyholder 
(e.g., via telephone, postal mail, electronic transmission, etc); 

d) The process by which a claim is denied and the process for communicating the denial to 
the policyholder (i.e., telephone, postal mail, electronic transmission, etc); 

e) The process, if any, for a policyholder to appeal a claim denial; 

f) The process by which policyholder inquiries are handled; and 

g) The process by which persons responsible for claims processing are reviewed for 
performance. Please include a list of any and all performance incentives for which the 
aforementioned persons are eligible (e.g., bonuses, deferred compensation, etc). Also, 
please identify whether these employees have denial or approval targets and, if so, what 
those targets are. 

2. Please provide a copy of the current Unum Group employee manual for persons 
responsible for claims processing and any documents related to mandatory training for 
these employees. 

3. Please provide to the Committee the following information concerning LTCI claims at 
Unum Group: 

a) The number of LTCI policies sold per year for calendar years 2001 - 2006; 

b) The number of LTCI claims submitted per year for calendar years 2001 - 2006; 

c) The number of LTCI claims that were denied in whole or in part by Unum Group per 
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year during calendar years 2001 - 2006, including a breakdown of the most common 
reasons for denial; 

d) Of those denied, the number that were appealed per year from 2001 - 2006, and the 
number of appeals that were resolved in favor of the policyholder; 

e) The average amount of time between a claim being filed and its payment or denial; 

f) For claims that are appealed, the average amount of time between the filing of an appeal 
and its resolution. 

Please provide the information and documents requested by October 19, 2007. In 
complying with this request, respond by repeating the enumerated request, followed by the 
accompanying response; attach and identify all relevant documents or data by title and the 
number(s) of the enumerated request(s) to which they are responsive. Secondly, in complying 
with this request, please refer to the attached definitions concerning the questions set forth in this 
letter. Finally, in cooperating with the Committee's review, no documents, records, data, or other 
information related to these matters, either directly or indirectly, shall be destroyed, modified, 
removed, of otherwise made inaccessible to the Committee. 

Sincerely, 

Chuck Grassley of Iowa 
United States Senator 

Ranking Member of the Committee on Finance 
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Memorandum July 3, 2008 

SUBJECT: Long Terra Care Insurance: Key Features of Legislation in the HO" 1 
Congress 

FROM: Janemarie Mulvey 

Specialist on Aging Policy 
Domestic Social Policy Division 


The following memorandum describes key features of current legislation introduced in 
the 110* Congress with respect to long-term care (LTC) insurance. While some of the 
legislative proposals also include other provisions for LTC such as assistance to caregivers 
and tax incentives for out-of-pocket costs for LTC services, this memorandum will only focus 
on those provisions affecting long-term care insurance. 1 

As shown later, the demand for long-term care insurance has slowed in recent years. 
Surveys show that cost has been a key reason. In addition, a number of well-publicized cases 
where insurance companies have denied coverage for LTC claims has raised concerns about 
the scope of consumer protections available to protect policyholders. 

To address these issues, the legislative proposals introduced in the 1 10 u “ Congress 
include tax incentives to reduce the after-tax cost of LTC insurance. They vary in the 
magnitude and nature of the tax incentives provided. A majority ofthe proposals also require 
tax-qualified plans to meet specific consumer protections for policyholders. 

This memorandum first provides background information on LTC insurance and its role 
in financing of LTC services. Then, it discusses the cost and current market environment of 
LTC insurance and the key features of the various legislative proposals related to tax 
incentives and consumer protections. 


1 See CRS Report RS227 1 6, Family Caregiving to the Older Population: Legislation Enacted in the 
109"' Congress and Proposals in the llff h Congress, by Kirsten Colello. 
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Background 

Long-term care refers to a broad range of medical, personal, and supportive services 
needed by individuals who can no longer care for themselves due to physical or cognitive 
impairments. According to one study, over two-thirds of individuals age 65 and older will 
require LTC services at some point in their lives. Of those needing LTC, the average duration 
is about 3 years, but, there is wide variation around the average. While about 20% of older 
Americans will require care for 2 years or less, another 20% will need care for more than 5 
years. 1 2 

The annual cost of LTC services depends on the site of care. The cost of LTC received 
in one’s own home will vary depending on the skill level of the caregiver. In 2008, the cost 
of personal care services (such as bathing, dressing, and transferring) at home is $ 1 8 an hour, 
whereas skilled care from a visiting nurse costs $38 an hour. 3 The annual cost of home care 
will also vary by intensity. Assuming care is provided 3 hours a day, 7 days a week, the 
annual cost would be $20,000 in 2008. Nursing home care generally costs more in that it 
provides LTC assistance 24 hours a day and includes the cost of room and board. In 2008, 
the annual cost of a nursing home stay is $68,255 for a semi-private room and $76,285 for 
a private room. 4 5 

C urrent Financing of LTC Services. Public programs currently finance the majority 
of LTC expenditures. Medicaid, which currently serves as the “safety net” for poor and near- 
poor Americans, finances nearly one-half. Medicare which has a limited skilled nursing facility 
and home health care benefit paid an additional 20%. Among private payers, nearly 20% of 
long-term care services is paid directly out-of-pocket and 7% is financed by private LTC 
insurance. 3 

Cost of Long-T erm Care Insurance. The cost of LTC insurance is reflected in the 
premiums charged for the product. The premiums vary by age of purchase. The older an 
individual is at time of purchase, the higher the premiums. In 2005, the average annual 
premium for a 55 to 64 year old was $1,877 and for a 70 to 74 year-old was $2, 341. 6 

The average annual age-adjusted premium has risen since 1995. The premium for a 55 
to 64 .year old was $919 in 1995. By 2005, the premium for the same age group more than 
doubled to $1,877. While about one- fourth of the premium increase reflected changes in 
overall prices, 7 changes in the nature of the policies has also raised their cost over time. 
Compared to policies purchased in 1995, policies purchased in 2005 were more likely to be: 

• comprehensive (covering both nursing home and home care), 


1 Kemper et. al., “Long-Term Care Over An Uncertain Future: What Can Current Retirees Expect?” 

Inquiry 42, Winter 2005-2006. 

5 Genworth Financial 2008 Cost of Care Survey , April 2008. 

4 Ibid. 

5 Factsheet, “National Spending for Long-Term Care,” Georgetown University Long-Term Care 
Financing Project, Feb. 2007. 

6 Ibid. 

7 Adjusting the 1995 premium for general inflation results in a 2005 premium of $1,177. 
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• cover longer durations, and 

• include inflation-protection. 

In addition, as the product has matured, the availability of actual claims data to set 
premiums has increased. While insurers are prohibited from increasing an individual’s 
premium based on a change in the policyholder’s circumstances (i.e. increased age or onset 
of disability), insurers can request an increase for a group of policyholders for other reasons. 8 
These include inadequate medical underwriting or insufficient growth in reserves to cover 
future claims. 

Current Market Environment of LTC Insurance. After 15 years of strong growth, 
demand for private LTC insurance has slowed considerably since 2004. 5 The weakening of 
the LTC insurance market has occurred despite enhanced tax incentives (especially at the 
state level), increased emphasis on consumer protections, and the enactment of a private LTC 
insurance program for federal employees. Surveys of ‘non-buyers’ have found that 80% of 
potential buyers cite cost as a key deterrent to purchasing LTC insurance. 10 Currently, 8% of 
the population age 50 and older owns a LTC insurance policy. 11 

Current Tax Treatment of LTC Insurance. Under current law, premiums for LTC 
insurance are allowed as itemized deductions to the extent they and other unreimbursed 
medical expenses exceed 7.5 percent of adjusted gross income (AGI).' 2 LTC insurance 
premiums are, however, subject to age-adjusted limits. In 2008, these limits range from $310 
for persons age 40 or less to $3,850 for persons over age 70. 13 In addition, under current law, 
employer contributions toward the cost of tax-qualified long-term care insurance policies are 
excluded from the gross income of the employee. Self-employed individuals are also allowed 
to include long- term care insurance premiums as an above- the-line deduction. Currently, there 
are no tax preferences for LTC insurance premiums provided through an employer-sponsored 
cafeteria plan or a flexible spending account (FSA). 

Legislative Proposals Relating to LTC Insurance Introduced in the 
110th Congress 

The majority of the legislative proposals relating to LTC insurance are similar in that 
they would: 

• retain a voluntary LTC insurance market, 

• implement tax incentives to improve affordability, and 

• include provisions to strengthen and create more uniformity in consumer 
protections. 


* Health Insurance Portability and Accountability Act of 1996 (HIPAA, P.L 104-191). 

9 Douglas, J. and K. Fisherkeller, “U.S. Individual Long-Term Care Insurance: 2006 Supplement,” 
LIMRA, 2007. 

10 Lifeplans, Inc,“Who Buys Long-Term Care Insurance?A 15-Year Study ofBuyers and Non-Buyers, 1990- 
2005,” American Health Insurance Plans, April 2007. 

11 Feder, Judith, Harriet L. Komisar and Robert B. Friedland. 2007. “Long-Term Care Financing: 
Policy Options for the Future,” Washington, D.C: Georgetown University. 

12 Health Insurance Portability and Accountability Act of 1996 (HIPAA, P.L 104-191). 

13 26 IRC Section 162(1)(1)(C). 
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These proposals vary largely in terms of the nature and magnitude of tax incentives and 
the stringency of consumer protections linked to tax-qualified plans. While the majority ofthe 
legislative proposals rely on the private LTC insurance market, one proposal (the CLASS 
Act, S.1758/H.R. 3001) would establish a voluntary publicly-provided LTC insurance 
program (specific details on the CLASS Act are discussed below). Table 1 lists the 15 
legislative proposals that have been introduced in the 1 10* Congress. 14 

Table 1: Legislation Relating To LTC Insurance Introduced in the 110 th Congress 

: Naim; of Bitt | Bill No. And Sponsor j Date introduced 

| • I - > n n v \ c j (ff of co-s ponsors) j 

I Introduced in Both House and Senate j 


Alzheimer’s Family Assistance 
Act of 2007 

S. 897 (Mikulski) 

H R. 1807 (Johnson) 

3/15/2007 (24) 

3/29/2007 (2) 

Community Living Assistance 
Services and Supports (CLASS) 
Act 

S, 1758 (Kennedy) 

H.R. 3001 (Pallone) 

7/10/2007 (5) 

7/1 1/2007 (16) 

Long-Term Care Act of 2007 

S. 1809 (Thune) 

HR. 3088 (Terry) 

7/18/2007 (4) 

7/18/2007 (12) 

Long-Term Care Affordability 
and. Security Act of 2007 

S. 2337 (Grassley) 

H.R. 3363 (Pomeroy) 

11/13/2007 (12) 

8/3/2007 (45) 

Introduced. In Senate Only. ;Av ’A v : :' 4 • 

Access to Affordable Health 

Care Act 

S. 158 (Collins) 

1/4/2007 (1) : 

Healthy Americans Act 

S. 334 (Wyden) 

1/18/2007 (15) 

SIMPLE Cafeteria Plan Act of 
.2007 

S. 555 (Snowe) 

2/12/2007 (2) 

CARE Act of 2007 

S. 2121 (Menendez) 

10/1/2007 (2) 

Long-Term Care Insurance 
Integrity Act of 2007 

S. 2268 (Klobuehar) 

10/31/2007 (2) 


14 This list does not include S.1980 introduced by Senator Smith. S. 1980 would allow the establishment of tax- 
advantaged Long-Term Care Trust Accounts. Distributions from these accounts could be used to pay for a variety of 
long-term care expenses, including LTC insurance premiums. 
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| Name of Bill 1 Bill No. And Sponsor Date introduced ! 

| ] {U of co-sponsors) 


Introduced m House Only 


Small Business Tax Fairness 
and Simplification Act of .2007 

HR. 46 (Velazquez) 

1/4/2007 (4) 

Qualified Long-Term Care 
Fairness Act of 2007 

HR. 2582 (Brown- Waite) 

6/6/2007 (0) 

Long-Term Care Tax Reduction 
Act of 2007 

H.R. 3517 (McHugh) 

9/10/2007 (1) 

Women’s Retirement Security 

Act of 2008 

H.R. 5543 (Allen) 

3/6/2007 (5) 

Long-Term Care and 

Retirement Security Act of 2008 

H.R. 5559 (Putnam) 

3/6/2008 (13) 

Tax Relief for Long-Term Care 
Act 

H.R. 6237 (Courtney) 

6/11/2008 (0) 


Source: Legislative Information System, Congressional Research Service. 


Options for Extending Tax Incentives For LTC Insurance. Legislative 
proposals before the 110* Congress propose a number of additional tax incentives for long- 
term care insurance. Their intent is to improve affordability by reducing the after-tax cost of 
policies and to increase the demand for LTC insurance. To do this, LTC insurance premiums 
would be included in one or more of the following options: 

• in an employer-sponsored cafeteria or flexible spending account plan which 
would exclude them from gross income. 

• as an “above-the-line” tax deduction to arrive at adjusted gross income 
(AGI). 

• as a credit against tax liability (“tax credit”) 

Table 2 summarizes the advantages and disadvantages of each option and identifies 
which option is referred to in the legislative proposals in the 1 10' h Congress. 

Cafeteria and Flexible Spending Accounts. Cafeteria plans are employer- 
established benefit plans under which employees may choose between receiving cash (typically 
additional take-home pay) and certain benefits. Under this option, LTC insurance would be 
an eligible benefit within the plan and the employee would not be taxed on the value of the 
benefit. This arrangement reduces both income and employment taxes (i.e. Social Security and 
Medicare payroll taxes). Under some of the current legislative proposals, long-term care 
insurance could also be an eligible expense in a flexible spending account. FS As and cafeteria 
plans are closely related, but not all cafeteria plans have FS As and not all FSAs are part of 
cafeteria plans. Reimbursements through an FSA are also exempt from income and 
employment taxes. 15 Including LTC insurance in a cafeteria plan or FSA would also reduce 
adjusted gross income for purposes of other tax provisions such as the taxation of Social 


15 See CRS Report RL33505, TaxBenefitsforHealthlnsuranceandExpenses: Overview of Current 
Law and Legislation, by Bob Lyke. 
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Security benefits. Cafeteria plans and FSAs only benefit individuals whose employer has 
established either or both plans. Retired workers are not likely to have coverage. 

Above-the-Llne Deduction. Under this option, LTC insurance premium 
contributions would be deducted from a taxpayer’s gross income. An above-the-line 
deduction also reduces adjusted gross income for other tax provisions. The key difference 
from a cafeteria plan is that under current law income used to pay LTC insurance premiums 
(even if deducted from gross income) would still be subject to employment taxes if the 
individual were employed. 

Table 2: Advantages and Disadvantages To Taxpayers of Alternative Tax Preferences for 
LTC Insurance Premiums 


pSSPr 

. AJSIS 

... : • / 'A. 



Include in Cafeteria 
Plan or Flexible 
Spending Account 

Applies to a!! 
taxpayers regardless 
of whether they 
itemize 

Reduces AGI for 
purposes of other tax 
provisions such as 
taxation of Social 
Security benefits 

The employer must offer a 
cafeteria or flexible 
spending plan. 

S. 1 58 

H R. 46 

S. 555 

S. 1758/H.R. 3001* 

S. 2337/H.R. 3363 

H R. 5559 


Would not be required 
to pay Social Security 
Taxes and Medicare 
Taxes on income used 
to fund LTCI 
premiums 



Above-the-Line 

Deduction 

Applies to all 
taxpayers regardless 
of whether they 
itemize 

Reduces AGI for 
purposes of other tax 
provisions such as 
taxation of Social 
Security benefits. 

Required to pay Social 
Security and Medicare 
payroll taxes on income 
used to fund premiums. 

S. 158 

S. 897/H.R. 1807 

S. 1758/H.R. 3001 

S. 2121 

S. 1809/H.R. 3088 

H.R. 3517 

H.R. 2582 

H.R. 5543 

H.R. 5559 

Tax Credit 

Reduces tax liability 
by amount of credit 

Amount received does 
not vary by marginal 
tax rate 

Non-reftmdable tax credit 
only reducees tax liability. 

If tax liability is less than 
the credit amount then 
taxpayer would not benefit 
from frill credit. 

H.R. 6237 

S. 1758/H.R. 3001 1 


Source: Congressional Research Service 

* Includes LTC insurance premiums in cafeteria plan hut not an FSA. 

"This tax credit is for low-income taxpayers, see details on page 8 of this memorandum. 
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Tax Credit. A tax credit is applied directly against a taxpayer’s tax liability. The key 
distinction in a tax credit is whether it is refundable or non-refundable. A refundable tax credit 
is paid to the taxpayer even if the amount of the credit exceeds the taxpayer liability. Under 
a nonrefundable credit, if the tax liability is less than the credit amount, then the taxpayer 
would not benefit from the full credit. The two legislative proposals that provide tax credits 
for LTC insurance premiums are nonrefundable. 

Table 3 provides an example of the tax savings under the three options compared to 
current law. In this simplified example, a 50-year old individual filing single with no 
dependents, earns $45,000 a year (average wage of U.S. workers), and is in the 25% tax 
bracket. The tax savings are similar for the above-the line deduction and cafeteria plan 
options. The cafeteria plan option also provides additional savings from Social Security and 
Medicare payroll taxes. The tax credit provides the greatest tax savings. 

Actual tax savings, however, will vary depending on the specific details of each of the 
proposals. In order to minimize the cost to the federal government, many of the current 
legislative proposals do not allow the foil deduction of premiums initially, rather they: 

• phase-in the deduction over time (e.g. S. 5559, HR. 5543), 

• base the percentage of LTC insurance premiums that are deductible on the 
number of years a policy is held (e.g. S.897/H.R. 1807, S. 2121) or 

• limit the income from which a deduction can be taken (as in S. 1809/H.R. 

3088 and H.R. 3517, which only allows a deduction from gross income for 
distributions from a 401(k) or IRA). 

Tabic 3: Comparison of Alternative Options for Tax Treatment of LTC Insurance 
Premiums in 2008 




Bill 


.Above the Line 
Deduct! on ; 

'"'".'.Credil:'''-: 

Income 

$ 45.000 

$ 

45,000 

$ 45.000 

S 45,01)0 

Less 'LTC Ins. Exclusion 

$ 

T 

>1,000 

s 

s 

Gross Income 

Less Deduction For LTC Ins. 

S 45,000 

$ 

44.000 

5 45,000 

- s 

$ 45.000 
! $ 

AGI 

$ 45,000 

S 

44,000 

$ 44,00,0 

$ 45,000 

Less Standard Deduction 

S 5,450 

$ 

5,450 

$ 5,450 

$ 5,450 

Less Exemptions 

S 3,500 

$ 

3,500 

$ 3,500 

$ 3,500 

Taxable Income 

S 36,250 

s 

35,250 

$ 29,900 

$ 30,900 

Fax On .Income 

$ 5,355 

$ 

5,355 

$ 5,105 

$ 5,355 

Less Tax Credit For LTC Ins. 

$ 

$ 

- 

$ 

i m 

Tax Due 

$ 5,355 

$ 

5,105 

S 5,105 

$ 4.355 

Tax Savings 

S 0 

$ 

(250) 

$ (250) 

$ (1,000) 

.Reduction in SS and Medicare Tax 

S 0 

s 

(77) 

S 0 

S 0 


Source: CS.B Estimates 


Actual tax savings from an exclusion or deduction will also depend on an individual’s 
marginal tax rate. The marginal rate is the tax rate on the last dollar that the person earned 
that year. Higher income individuals would receive a higher tax benefit than middle-and 
lower-income individuals. Table 4 shows marginal tax rates and associated income levels for 
those filing single and married filing jointly in 2008. 



295 


CRS-8 


Table 4: Marginal Tax Rates For 2008 


: if:" a 

t , \ 


Slagle Filing Stains 

ii 

10% 

$0 up to to $8,025 

$0 up to $16,050 

15% 

$8,025 up to $32,550 

$16,050 up to $65,100 

25% 

$32,550 up to $78,850 

$65,100 up to $131,450 

28% 

$78,850 up to $164,550 

$131,450 up to $200,300 

33% 

$164,500 up to $357,700 

$200,300 up to $357,700 

35% 

Income over $357,700 

Income over $357,700 


Source: U.S. Interna] Revenue Service, 2008. 


The current legislative proposals do not explicitly vary tax incentives by income class, 
with one exception. The CLASS Act provides a tax credit for low-income individuals equal 
to up to 50% of LTC insurance premiums for taxpayers and their spouse with income up to 
250% of poverty. In 2008, this tax credit would apply to taxpayers with income below 
$35,000 if married and $26,000 if single. 

A key policy question is whether tax incentives would increase demand for LTC 
insurance. While tax incentives do reduce the after-tax cost of insurance, a 2007 Georgetown 
University study found that they may not lower prices sufficiently to significantly increase 
demand. The study found that a 1% decline in the price of LTC insurance would result in 
roughly a .75% to 1 .25% increase in LTC insurance sales. They estimate that an above-the 
line deduction would increase the total number of policyholders by approximately 4.4 million. 
Using these estimates, the share of the population age 50 and older who owns a LTC policy 
would increase from 8% to 13%.' s 

The CLASS Act provides an additional provision to increase the demand for LTC 
insurance. It would require employers to automatically enroll their employees in a publicly- 
provided voluntary LTC insurance program. Employees would have the opportunity to “opt- 
out.” Research has found that automatic enrollment has increased 401(k) pension plan 
participation by as much as 13 percent. 17 Whether there will be a similar increase in LTC 
insurance participation is unclear at this point in time, as the two products are very different 
in both their nature and their current participation rates. Unlike LTC insurance, which has 
about a 5% participation rate, the participation rate for 401(k) plans without automatic 
enrollment is been well above 50%. 


16 Feder, Judith, Harriet L. Komisar and Robert B. Friedland. 2007. “Long-Term Care Financing: 
Policy Options for the Future,” Washington, D.C: Georgetown University. 

17 James J.Choi, David Laibson, and Brigitte C.' Madriaa, “Plan Design and 401(k) Savings 
Outcomes,” National Tax Journal, vol. 52(2), June 2004, pp. 275-298. 
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Consumer Protections 

The current legislative proposals in the 110 th Congress require LTC policies to meet 
certain consumer protections to qualify for tax incentives. This section first outlines 
consumer protections available under current law and the role of federal and state 
governments in their development. It then discusses the details of the consumer protections 
within the current legislative proposals. 

LTC insurance policies are often purchased 20 years or longer before the actual benefit 
wiE be used. This lag introduces a great deal of uncertainty. Purchasers must determine the 
length of time they may need LTC coverage (the duration), the amount of the daily benefit 
accounting for future inflation, and the services that wiE be covered. Over time, the number 
of potential policy provisions and combinations available to address these uncertainties has 
increased the complexity of the product. For insurers, they must accurately predict future 
utilization and set premiums accordingly. Insurers must also manage their premium reserves 
efficiently to ensure they wiE have sufficient funds to pay future claims. Many of the 
consumer protections and insurer requirements introduced since 1993 address the issues that 
arise due to this long time horizon. These consumer protections encompass eligibility 
requirements, scope of benefits and premiums; marketing and sales practices; as well as 
insurers’ reporting requirements. 

Long-term care insurance, like other insurance products, is regulated by the states. 

To help guide states in their oversight efforts, the National Association of Insurance 
Commissioners (NAIC) has developed language for “model laws and regulations” to provide 
guidelines for legislators to modify and adopt in their respective states. The NAIC Model Law 
and Regulation (referred to as the Model Act) has been updated and revised over time. Key 
updates occurred in 1993, 2000, and 2006. 

Over the past decade, consumer protections for private LTC insurance have come under 
closer scrutiny by both federal and state policymakers. The key problem is that the NAIC 
Model Act is not uniformly adopted across states, leaving potential gaps in consumer 
protections. According to the GAO, in 2006, 41 states based their LTC care insurance 
regulations on the NAIC model, 7 based their regulations partiafty on the model, and three 
did not foftow the NAIC model at aU. ls But, even for states that have adopted NAIC 
recommendations, there is variability in which version of the NAIC Model Act is enforced. 
For example, as of 2007, only 24 of the 50 states had adopted specific provisions within the 
2000 NAIC Model Act. 19 

The federal government plays a role in the standardization of consumer protections 
across states through the legislation of federal tax incentives. FederaUy tax-qualified plans 
are required to meet specific consumer protections outlined by the NAIC. For example, 


18 Government Accountability Office, “Long-Term Care Insurance: Federal Program Compared Favorably 
with Other Products and Analysis of Claims Trend Could Inform Future Decisions,” March 2006. 

19 Kassner, E. 2007, “Long-Term Care Insurance,” AARP Fact Sheet. 
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under Health Insurance Portability and Accountability Act (HIPPA, P.L. 104-191), tax- 
qualified plans must conform to the 1993 NAIC Model Act. 20 

The federal government can also intervene if Medicaid is affected by LTC provisions 
within legislation. For example, the Deficit Reduction Act of 2005 (DRA, P.L. 109-171) 
expanded the LTC Partnership program 21 which required individuals who purchased policies 
under the Partnership to comply with the 2000 NAIC Model Act. DRA also required all 
partnership LTC policies to have compound annual inflation protection if age of purchase is 
less than 61. Seventeen states currently have Medicaid LTC Partnership programs in place 
and another 10 have received approval from their state legislatures. 

Since the various legislative proposals within the 1 1 O' 1 ' Congress each refer to a different 
version of the NAIC Model Act, the following discusses the key components of each of the 
three NAIC Model Acts (1993, 2000, and 2006) with respect to consumer protections. 

Consumer Protections Within the 1993 NAIC Model Act. The 1993 NAIC 
Model Act addressed a number of consumer protections relating to the pricing and eligibility 
for LTC care insurance policies including the following prohibitions: 

• on cancellation of a policy due to advancing age or deteriorating health, 

• on increases in premiums due to advancing age, 

• against post-claims underwriting, and 

• on requiring a prior hospital stay in order to qualify for benefits 

The 1 993 NAIC Model Act also required that no policy can be sold as a LTC insurance 
policy if it limits or excludes coverage by type of treatment, medical condition, or accident. 
However, there are several exceptions to this rule. For example, policies may limit or exclude 
coverage for pre-existing conditions or diseases (identified through underwriting), mental or 
nervous disorders (but not Alzheimer's), and alcoholism or drug addiction. The 1993 NAIC 
Model Act also specified that there must be an offer of inflation-protection. 

Consumer Protections Within the 2000 NAIC Model Act. The 2000 NAIC Model 
Act strengthened earlier guidelines with respect to “suitability ” and added language regarding 
“rate stability. ” 

Suitability. This issue arose due to a growing concern among regulators that individuals 
may not fully understand the future value of the benefits in a policy and therefore are 
uncertain as to whether it is “suitable” for their needs. Furthermore, there are concerns that 


20 There was one key exception with respect to nonforfeiture of benefits. Whereas the 1 993 Model Act 
required mandatory nonforfeiture of benefits, HLPAA only required the offer of a nonforfeiture benefit. 
Nonforfeiture of benefits is a policy provision that requires a paid-up benefit equal to the premiums 
if the policy is cancelled or lapsed 

21 DRA created a new insurance product aimed at moderate- income individuals or those at most risk 
of future reliance on Medicaid to cover long-term care needs. The Partnership Program was designed 
to attract consumers who might not otherwise purchase LTC insurance. States offer the guarantee that 
if benefits under a Partnership do not sufficiently cover the cost of care, the consumer may qualify for 
Medicaid under special eligibility rules while retaining a pre-specified amount of assets. 
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private sector insurers and agents will inappropriately sell products to persons with low- 
income and assets who may be eligible for public assistance for LTC services under Medicaid. 

To address suitability concerns, the 2000 NAIC Model Act requires insurers to develop 
standards to determine the appropriateness and affordability of policies. The 2000 Model Act 
also requires training of agents regarding the standards. There are a number of disclosure 
requirements related to suitability which include the requirement that agents and insurers must 
distribute to potential policyholders a brochure on the “Things to Know before You Buy.” 

Rate Stability, As noted earlier, premiums for LTC insurance are lower when policies 
are purchased at younger ages. Thus, the long-run stability of premiums is important to ensure 
affordability in the future. While the 1993 NAIC Model Act prohibited insurers from 
increasing an individual’s premium based on a change in the policyholder’s circumstances (i.e. 
increased age or onset of disability), insurers can request an increase in premiums for the 
entire group of people who purchased a policy for other reasons. This premium increase can 
be necessitated by inadequate medical underwriting or insufficient growth in reserves to cover 
future claims. Thus, premium or rate stability depends largely on the ability of insurers to 
adequately predict future claims. 

When premium increases have occurred, many appear to have been in the 10% to 20% 
range. Premium increases were largely concentrated among policies that were issued in the 
mid- to late 1990s when claims underwriting was not as comprehensive. 22 

To ensure rate stability, the NAIC revised its model regulation in 2000 to do the following: 

• require companies to provide actuarial information to certify the adequacy 
of all proposed rates and show that the vast majority of premium increases 
are devoted to paying claims. 

• when premiums are increased, 85 percent of the increased portion of the 
premium must be available to cover claims. 

• require reimbursement of unnecessary rate increases to policyholders. 

• provide policyholders with the option to escape the effect of rising rate 
spirals by guaranteeing the right to switch to currently sold insurance without 
underwriting. 

• authorize state commissioners to ban companies that persist in filing 
inadequate initial premiums from the market place for five years . 

As of 2007, only 24 of the 50 states had adopted the NAIC rate stability standards. 23 

Consumer Protections Within the 2006 NAIC Model Act. The 2006 NAIC Model 
Act added provisions concerning training of insurance agents to address concerns about 
suitability. The 2006 Model Act also includes a new section on producer (insurance agent) 
training, which requires producers to complete a one-time eight-hour training course before 
selling LTC insurance. 


22 Desonia, R. 2004, “The Promise andReality of Long-Term Care Insurance,” National Health Policy 
Forum. 

23 Kassner, E. 2007, “Long-Term Care Insurance,” AARP Fact Sheet. 



299 


CRS-12 

Other Issues Related to Consumer Protections. One main concern with private 
LTC insurance is underwriting. Private sector insurers are allowed to underwrite their 
policies and deny coverage to individuals with pre-existing conditions. This practice results 
in some individuals who are denied coverage because of pre-existing conditions. Without 
LTC insurance, they must self-insure or spend-down their assets to become eligible for public 
assistance under Medicaid. 

Legislative Proposals to Improve Consumer Protections 

The legislative proposals in the 1 10* Congress are similar in that they would 
strengthen and create greater uniformity in consumer protections for tax-qualified plans. 
They vary in which version of the NAIC Model Act is specified. Table 5 identifies what 
consumer protections were emphasized within each version (given the discussion above) and 
which version of the NAIC Model Act is specified in each of the legislative proposals. Among 
the 13 legislative proposals that specify consumer protections six require them to meet the 
1993 NAIC Model Act, 4 require tax-qualified plans to the 2000 NAIC Model Act, and 2 
refer to the 2006 Model Act. One legislative proposal (S. 2268), not shown in Table 5, would 
implement a claims dispute resolution process. 


Table 5: Summary of Consumer Protections For LTC Insurance Specified in Current 
Legislative Proposals 



mi NilC Model Act 

201111 \ 'l« VI .III \ 

2006 \ \i< Mi’iiTd Act 

Pricing and 
■Eligibility for LTC 
Insurance 

Yes 

Yes 

Yes 

Strengthen 
suitability and rate 
stability provisions 

No 

Yes 

Yes 

Stricter criteria for 
training and 
certification of 
insurance agents 

No 

No 

Yes 

Legislative Proposals 
in The U0 ,h 

Congress 

H.R. 46 

S. 555 

S. 1809/RR. 3088 

H.R. 3517 

11R. 2582 

H.R. 6237 

S. 158 

S. 897/H.R.1807 

S. 2121 

S, 334 

H.R. 5543 

S. 2337/H.R. 3363 

H.R. 5559 


In addition, S. 334, would require tax-qualified plans to conform to the 2000 NAIC 
Model Act rather than the 1 993 Model Act referred to under current law. S. 334 also directs 
the Secretary of Health and Human Services (HHS) to promulgate a 2009 Federal Regulation 
if the NAIC does not do so within 9 months of enactment. The 2009 regulations (whether 
by the NAIC or federal government) would include uniform language with respect to benefits 
and would limit the number of benefit packages available to lOorless. S. 334 states that the 
NAIC should develop standards to balance the objectives of 1) simplification, 2) adverse 
selection, 3) consumer choice, 4) market stability and 5) promoting competition. 
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Table 6 summarizes key features of the various legislative proposals affecting LTC 
insurance. 

The CLASS Act has a unique characteristic with respect to consumer protections. It 
proposes a publicly-provided voluntary insurance product in which the federal government, 
rather than the individual states, would have direct oversight for consumer protections. The 
legislation would not allow underwriting of LTC insurance from the puhlicly-provided 
program. As a result, coverage would be provided to anyone who enrolled regardless of pre- 
existing conditions. 


Table 6: Summary of Legislative Proposals Relating to LTC Insurance and Consumer 

Protections 



Include LTC Insurance Premiums; 

III 

1 A' ) A/iii’i 

■ 

In Cafeteria 
or FSA 

Accounts 

As An Above- 1 
thc-Line : 

Deduction 

■■ 15 .* 

As A 

Bclow-thc- 
Line ; 
Deduction 

s illl ' tl 

|| 

■5:1,. ; 

1.9.93 NAIC 
Model Act 

H.R. 46' 

S. 555 

(S. 1809 /HR. 
3088’’) 

H.R. 3517” 

H.R. 2582 

none 

H.R. 

6237= 

(S. 1758/ 
H.R. 

300 l j ) 


2000 NAIC 
Model Act 

S. 158 

H.R. 5543 

S. IS8 1 * 

HR. 5543= 

(S. 897/ 

HR. 1807*1 

S. 2121 d 

none 

none 

S. 334 h 

2006 NAIC 
Model Act 

(S.2337/H.R. 

3363) 

H.R. 5559* 

H.R. 5559 s 

none 

none 

...... . 

Other 

(S. 1758/H.R. 
3001 *) 

(S. 1758/H.R. 
3001*) 

none 

none 

S. 2268’ 


*' Would also allow self-employed to create cafeteria plans. 

*' Would only apply to distributions from 40 1 (K.) and IRA Plans. 

*■ Nonrcftmd&ble tax credit phased -in from $1,000 in 2009 to $3,000 in 2013. 

Share of premiums eligible for tax preference would vary by number of years policy is held. 

*" Phased in between 2008 and 2011. 

*' Prohibits underwriting other consumer protections to be specified by federal government. 

*’ Phased in between 2009 and . 20 12 . 
k For HIPAA tax- qualified' plans. 

*' Would implement claims resolution procedures.- 

J ' Low Income tax credit equal to 50*4 of premiums for taxpayer and spouse withe income below 250% of poverty. 


While the CLASS Act would not preclude future rate increases, it would place limits on them. 
Initial monthly premiums would be set at $30 a month for a daily benefit of $50 a day for 
home care and $100 a day for nursing home care. Premiums under the CLASS Act would 
increase over time with inflation. After a 5-year transition period, the Department of Health 
and Human Services would provide an actuarial analysis of whether premiums were sufficient 
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to cover future costs. If not, premiums would increase, but not more than 50% from the 
previous year. Individuals who are not working and are over age 65 would not be subject to 
premium increases. 
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Aged, Frail and Denied Care by Their Insurers 

Bv CHARLES DUHIGG 

CONRAD, Mont. — Mary Rose Derks was a 65-year-old widow in 1990, when she began preparing for the day 
she could no longer care for herself. Every month, out of her grocery fund, she scrimped together about $100 
for an insurance policy that promised to pay eventually for a room in an assisted living home. 

On a May afternoon in 2002, after bouts of hypertension and diabetes had hospitalized her dozens of times, 
Mrs. Derks reluctantly agreed that it was time. She shed a few tears, watched her family pack her favorite 
blankets and rode to Beehive Homes, five blocks from her daughter’s farm equipment dealership. 

At least, Mrs. Derks said at the time, she would not be a financial burden on her family. 

But when she filed a claim with her insurer, Conseco , it said she had waited too long. Then it said Beehive 
Homes was not an approved facility, despite its state license. Eventually, Conseco argued that Mrs. Derks was 
not sufficiently infirm, despite her early-stage dementia and the 37 pills she takes each day. 

After more than four years, Mrs. Derks, now 81, has yet to receive a penny from Conseco, while her family has 
paid about $70,000. Her daughter has sent Conseco dozens of bulky envelopes and spent hours on the 
phone. Each time the answer is the same: Denied. 

Tens of thousands of elderly Americans have received life-prolonging care as a result of their long-term-care 
policies. With more than eight million customers, such insurance is one of the many products that companies 
are pitching to older Americans reaching retirement. 

Yet thousands of policyholders say they have received only excuses about why insurers will not pay. 
Interviews by The New York Times and confidential depositions indicate that some long -term-care insurers 
have developed procedures that make it difficult — if not impossible — for policyholders to get paid. A review 
of more than 400 of the thousands of grievances and lawsuits filed in recent years shows elderly 
policyholders confronting unnecessary delays and overwhelming bureaucracies. In California alone, nearly 
one in every four long-term-care claims was denied in 2005, according to the state. 

“The bottom line is that insurance companies make money when they don’t pay claims,” said Maiy Beth 
Senkewicz, who resigned last year as a senior executive at the National Association of Insurance 
Commissioners. “They’ll do anything to avoid paying, because if they wait long enough, they know the 
policyholders will die.” 

In 2003, a subsidiary of Conseco, Bankers Life and Casualty, sent an 85-year-old woman suffering from 
dementia the wrong form to fill out, according to a lawsuit, then denied her claim because of improper 
paperwork. Last year, according to another pending suit, the insurer Penn Treaty American decided that a 
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92-year-old man had so improved that he should leave his nursing home despite his forgetfulness, anxiety 
and doctor's orders to seek continued care. Another suit contended that a company owned by the John 
Hancock Insurance Company had tried to rescind the coverage of a 72-year-old man when he was diagnosed 
with Alzheimer’s disease four years after buying the policy. 

In court filings, all three companies said the denials had been proper. They declined further comment on the 
cases, though Bankers Life and John Hancock eventually settled for unspecified amounts. 

In general, insurers say criticisms of claims-handling are unfair because most policyholders are paid 
promptly and some denials are necessary to root out fraud. 

In a statement, Conseco said the company “is committed to the highest standards for ethics, fairness and 
accountability, and strives to pay all claims in accordance with policy contracts.” Penn Treaty said in a 
statement, “We strive to treat all policyholders fairly, and to deliver the best, most efficient evaluation of their 
claim as possible.” 

But policyholders have lodged thousands of complaints against the major long-term-care insurers. A 
disproportionate number have focused on Conseco, its affiliate, Bankers Life, and Penn Treaty. In 2005, 
Conseco received more than one complaint regarding long-term-care insurance for every 383 such 
policyholders, according to data from the insurance commissioners’ association. Penn Treaty received one 
complaint for every 1,207 long-term-care policyholders. (The complaints touch on a variety of topics, 
including claims handling, price increases and advertising methods.) 

By comparison, Genworth Financial , the largest long-term-care insurer, received only one complaint for 
every 12,434 policies. 

Conseco is among the nation’s largest insurers, collecting premiums worth more than $4.2 billion in 2006, of 
which long-term-care policies contributed 21 percent. Penn Treaty focuses primarily on long-term-care 
products and collected premiums of about $320 million in 2004, the last year the company filed an audited 
annual report. 

In depositions and interviews, current and former employees at Conseco, Bankers Life and Penn Treaty 
described business practices that denied or delayed policyholders’ claims for seemingly trivial reasons. 
Employees said they had been prohibited from making phone calls to policyholders and that claims had been 
abandoned without informing policyholders. Such tactics, advocates for the elderly say, are becoming 
common throughout the industry. 

“These companies have essentially turned their bureaucracies into profit centers,” said Glenn R. Kantor, a 
California lawyer who has represented policyholders. 

Yet these concerns have been ignored by state regulators, advocates say, and have gone unnoticed by federal 
lawmakers who recently passed incentives intended to promote purchases of long-term-care policies, in the 
hopes of forestalling a Medicare funding crisis. 

Conseco and Bankers Life “made it so hard to make a claim that people either died or gave up,” said Betty J. 
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Hobel, a former Bankers Life agent in Cedar Rapids, Iowa. 

“When someone is 70 or 80 years old,” she said, “how many times are they going to try before they just give 
up?” 


A Race to Sell Policies 

When Mrs. Derks bought her long-term-care policy from a door-to-door salesman in 1990, she was unaware 
that she represented the insurance industry's newest gold mine. 

Her husband had died eight years earlier of a stroke, leaving her to run a barley farm in northern Montana, 
where she lived with her three children and her aging mother. As she watched her own parent decline, Mrs. 
Derks became preoccupied with sparing her children the expense of her final years. 

“She was terrified that she would bankrupt us or get sent to a public nursing home,” said Ken E. Wheeler, her 
son-in-law. 

At the time, long-term-care policies, which can cover the costs of assisted-living facilities, nursing homes and 
at-home care, were becoming one of the insurance industry’s fastest-growing products. Companies like 
Conseco, Bankers Life and Penn Treaty were aggressively signing up clients who were not in the best health 
at rates far below their competitors’ in order to win more business, former agents said. From 1991 to 1999, 
long-term-care sales helped drive total revenue gains of roughly 500 percent each at Penn Treaty and 
Conseco, including its affiliate Bankers Life. 

Cracks in the business, however, soon started to appear. Insurance executives began warning they had 
underestimated how long policyholders would live after entering nursing homes. The costs of treating 
Alzheimer's, Parkinson's and diabetes ballooned. 

As insurers began realizing their miscalculations, they persuaded insurance commissioners in California, 
Pennsylvania, Florida and other states to approve price increases of as much as 40 percent a year. 

By 2002, Conseco’s long-term-care payouts exceeded revenue. Those and other disappointing results 
prompted the company to file for bankruptcy, from which it emerged 10 months later. 

That same year, Mrs. Derks entered Beehive Homes, a cheery, 12-bed center one block from the Prairie View 
elementary school. In the previous four years, she had been hospitalized more than two dozen times. She had 
once lain unconscious in her living room for a day and a half. Her physician ordered her into an assisted- 
living center. 

Initially, Conseco told Mrs. Derks’s daughter, Jackie Wheeler, that her claim would go through smoothly, 
Mrs. Wheeler said. The family began paying Beehive Homes’s $1,900 monthly fee. 

But three months after submitting her claim, Mrs. Derks received a letter from Conseco saying she had 
waited too long, and her earliest costs would not be reimbursed. Two months later, she received another 
letter denying her entire claim because she had not submitted proof of illness. 
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Yet a copy of Mrs. Derks’s policy, sent to the Wheelers by Conseco in 2004 and reviewed by The Times, 
mentions no requirement for proof of illness. The policy requires only that the confinement be ordered by a 
physician, and it allows for a notice of claim to be sent “as soon as reasonably possible.” 

Mrs. Derks’s daughter called Conseco and explained that her mother could not recall the date or people’s 
names and had started multiple fires by forgetting to tum off the stove. She sent letters stating that her 
mother needed assistance to dress, eat, go to the bathroom and inject insulin. 

“This is medically necessary!!!” reads a form signed by Mrs. Derks’s physician in 2004 . “This has been filled 
out three times! This person needs assistance!” 

Seven months later, Conseco sent another letter, this time denying Mrs. Derks’s claim because her policy 
“requires a staffed registered nurse 24 hours per day.” Her policy does not mention such a requirement. 

Conseco also sent letters denying Mrs. Derks’s claim because her policy had an “assisted living facility rider,” 
and because Mrs. Derks “does not have an assisted living facility rider.” In all, the family received more than 
a dozen letters from the company. Many contradict one another, and frequently cite requirements that are 
nowhere mentioned in Mrs. Derks’s policy. 

“There was always a new step in the runaround,” Mrs. Wheeler said. “It felt like everything was designed to 
make me just go away.” 

Over two years, Mrs. Wheeler estimated, she called the company about 100 times. Twice a month, she sent 
envelopes stuffed with medical records. Some afternoons, she spent hours making calls. After one 
conversation, Mrs. Wheeler slammed down the phone and started to cry. Then she drove to Beehive Homes, 
where her mother was surrounded by faded photos of her childhood and boxes of adult diapers. 

“I wouldn’t tell her about the problems we were having with Conseco, because I knew it would cause her so 
much worry,” Mrs. Wheeler said. 

Eventually, the Wheelers sold part of their John Deere dealership to raise money to pay for her mother’s care. 
In October 2006 , they sued. 

Conseco, asked by a reporter about the company’s handling of the Derks claim, declined to answer, citing the 
pending litigation. In court documents, the company denied Mrs. Derks’s allegations without specifying why 
her claim was denied. 

“We did everything they asked,” Mrs. Wheeler said. “And this company just treats us like dirt.” 

Tales of Bureaucracy 

Inside the large Conseco headquarters in Carmel, Ind., scores of employees receive the flood of documents 
and calls that arrive each day. At times, according to depositions and interviews, that deluge became so 
overwhelming that documents were lost, calls went unreturned and mistakes occurred. 

Some employees describe vast mailrooms where documents appear and disappear. One call-center 
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representative said he was afforded an average of only four minutes to handle each policyholder’s call, no 
matter how complicated the questions. Employees said they were instructed not to say when the company 
was behind in processing paperwork, even when the backlog extended to 45 days. Workers were prohibited 
from contacting each other by phone, although such calls might have quickly resolved obstacles, according to 
depositions. 

Conseco, asked in detail about the company’s policies, declined to respond. 

Bureaucratic obstacles were pervasive, according to interviews with 10 former Conseco employees and 
depositions of more than a dozen others. Robert W. Ragle, a former Bankers Life branch manager, once 
contacted the claims department on behalf of a client, and “they just laughed us off the phone,” he said. 

“Their mentality is to keep every dollar they can.” Mr. Ragle was dismissed by Bankers life in 2002 . He sued 
for wrongful termination and settled out of court. 

In lawsuits, complaints and interviews, policyholders contend that Conseco, Bankers Life or Penn Treaty 
denied claims because policyholders failed to submit unimportant paperwork; because daily nursing notes 
did not detail minute procedures; because policyholders filled out the wrong forms after receiving them from 
the insurance companies; and because facilities were deemed inappropriate even though they were licensed 
by state regulators. 

In depositions conducted on behalf of angry policyholders, Conseco employees described bureaucratic 
obstacles that prevented payment of claims. Those depositions were sealed in settlement agreements but 
were obtained by The Times. 

In a 2006 deposition, a Bankers Life and Conseco claims adjuster, Teresa Carbonel, testified that she denied 
claims because of missing records but was prohibited from calling nursing homes or physicians to request the 
documents. She also testified that when a claim was denied, she was forbidden to phone a policyholder, but 
instead used a time-consuming mailing system. 

Ms. Carbonel’s testimony, recorded during lawsuit on behalf of a 94 -year-old policyholder, Rhodes K. 
Scherer, also disclosed that if policyholders did not mail requested documents within 21 days, Conseco might 
abandon their claim, sometimes without informing them. 

In the case of Mr. Scherer, who was institutionalized after a bathroom fall, it was difficult to obtain a 
response, Ms. Carbonel said, because the company’s requests were mailed to his home address, rather than 
the nursing center where the company had been notified that he had moved. Ms. Carbonel, who is no longer 
with the company, did not return calls. Conseco declined to comment on her testimony. 

In another deposition, Conseco’s then-senior manager for long-term- care claims, Jose S. Torres, testified 
that Conseco would sometimes withhold payments until it received documents not required by customers’ 
policies. In Mr. Scherer’s case, Mr. Torres said, the company refused to pay his nursing home costs unless he 
sent copies of the home’s license, payment invoices and medical records, even though those documents had 
no bearing on approving his claim. 

Mr. Scherer’s claim “was handled not in the best way, but it was handled according to the processes and 
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procedures placed at the time,” Mr. Torres testified. "Mistakes are going to be made, you know.” 

Other executives testified that when Conseco appeared to have lost important documents in Mr. Scherer’s 
claim, no investigation was initiated. Shawn Michael Schechter, a Conseco claims supervisor who left the 
company in 2005 on positive terms, according to the deposition, testified that the handling of Mr, Scherer’s 
claim violated the principle of good faith, which requires insurance companies to treat customers fairly. 

‘The claim adjuster could have made that very' easy and not have put the burden back onto the policyholder,” 
he testified. 

Mr. Torres did not return calls. Mr. Schechter declined to answer questions. 

Mr. Scherer died in 2004 without receiving benefits from Conseco. His estate settled with the company in 
February for an undisclosed amount, according to a lawyer representing the estate. 

Conseco declined to discuss its complaint history or individual cases, citing confidentiality agreements. In its 
statement, the company said that in 2006, Conseco paid nearly $2.3 billion on 9.8 million claims in all types 
of insurance sold by the company. 

The company added: “Conseco, through training, education and process improvements in all of its insurance 
companies, is continuously focused on enhancing service and resolving any problems expeditiously. The 
Conseco Insurance Group’s overall insurance department complaints decreased 20 percent from 2005 to 
2006.” 

Depositions of executives at Penn Treaty also point to questionable practices. In a 2005 lawsuit, a Penn 
Treaty senior vice president, Stephen Robert LaPierre, testified that the company rejected one claim without 
informing the policyholder why, asked for information that was not required to process a claim, gave 
incomplete information about a claim’s status and said the company was delaying payment because of an 
investigation while failing to take steps that might have resolved the inquiry. 

Mr. LaPierre declined to discuss his testimony. Penn Treaty settled the lawsuit by paying the policyholder an 
unspecified amount, the policyholder’s lawyer said. 

Penn Treaty said in a statement that evaluating a company by measuring its complaints was flawed, and that 
since 2003, the company has denied an average of less than 1.7 percent of the up to 8,000 claims it received 
every year because of reasons related to policyholder eligibility. “From time to time, Penn Treaty is compelled 
to investigate fraud or questionable billing activities,” the company added. 

Few Regulatory Inquiries 

Few of the cases or complaints filed against Conseco, Bankers Life, Penn Treaty or other insurers have 
received much attention, in part because many lawsuits filed against long-term-care insurers have been 
settled with the requirement that depositions, documents and settlement terms be kept confidential 
Frequently, say policyholders’ lawyers, the companies have been willing to pay millions of dollars in exchange 
for confidentiality. 
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Furthermore, despite the complaints against long-term-care insurers, few states have conducted meaningful 
investigations. 

Ron Gallagher, a deputy commissioner with the Pennsylvania Insurance Department, said, “I don’t know that 
we have a real problem with improper claim denials.” 

Yet data from the National Association of Insurance Commissioners show that from 2003 to 2005 , 
Pennsylvania received more complaints regarding Conseco, Bankers Life and Penn Treaty than any other 
state. Mr. Gallagher said he might begin a new review of those companies. 

Other states with large numbers of long-term-care complaints, including California, Missouri, Maryland, 
Indiana and Washington have not begun investigations, or have reviewed only small numbers of policies. 

As a result, other seniors may end up like Mrs. Derks. 

While she was waiting for her lawsuit to proceed, Medicaid began contributing to Ms. Derks’s care. Taxpayers 
now pay Beehive Homes about $32 daily for her care. 

“Long-term-care insurance is supposed to result in less pressure on Medicaid, not more,” said Ms. Senkewicz, 
the former executive at the insurance commissioners' association. 

For Mrs. Derks’s family, things have already broken down. 

“How many other people are out there who don’t have a family to fight for them and have just given up?” 
asked Jackie Wheeler. “This company should be ashamed.” 
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YOUR MONEY 

Long-term insurance: Worth its weight? 

Th« policies work for many, but consumers should read the fine print. And premium hikes cart be shocking. 

By Jonathan Peterson 

Los Angeles Times Staff Writer 

November 4, 2007 

Tom Binder wanted to prepare for the future — including the possibility that he or his wife could be stricken by a long, debilitating illness in their 
sunset yean. 

"I don't think it's a good bet that you’re just going to drop dead," said Binder, 50, a Santa Monica-based ait dealer. "What if you suffer a stroke in 
your 60s or 70s, and through the miracles of medicine you live into your 90s? 

"That was my worst-case scenario: that I would linger for many years." 

To make sure that he could survive financially, Binder made a purchase that has become increasingly common for a generation that once focused 
almost obsessively on being young: He agreed to pay $4,500 a year for insurance to cover the costs of long-term care for him and his wife. 

Advocates of the insurance say it offers needed protection and peace of mind in an era of greater longevity and rising healthcare costs. Nonetheless, 
some experts warn consumers to proceed with caution. 

"If you can afford it, it’s a good thing," said Glenn R. Kantor, a Northridge attorney who specializes in insurance issues. "But there are lots of 
caveats." 

Most policies reserve the option to hike premiums, and rate increases as high as 40% have shocked purchasers - in some cases forcing retirees to 
quit their p2ans or scale back coverage. 

Some consumers also have complained of excessive waits for payment or that insurers have resisted paying legitimate claims. 

Despite those potential drawbacks, proponents say there are good reasons for considering long-term care coverage, especially for those without 
relatives willing to see them through a long bout of frailty. 

Nursing home care can cost $75,000 or more a year, leaving once-middle-class people dependent on Medicaid, a program for the poor. And hiring 
someone for help at home with the most basic chores of living - bathing, dressing and eating - ultimately can ravage a lifetime of savings. Long- 
term care insurance can enhance people's options for the help they need to survive, at home or in an institution. 

"If you want to get care at home, you can get it You have choice and control," said Jesse Slome, executive director of the American Assn, for Long 
Term Care Insurance in Westlake Village. 

"People still look at this as a purely financial product," he added, "but the intangible benefits are worth their weight in gold." 

But plans vary widely in cost, in how soon benefits may take effect and how much money a person might have to pay out of pocket should care be 
needed. That means consumers really need to pay attention to the fine print before they buy. 

Multiple options 

A typical long-term care policy offers various provisions, each of which can affect the cost and has the potential to confuse consumers, experts say. 

Most policies provide a set daily benefit, often in the range of $100 to $150. They also come with waiting periods that must elapse before benefits 
begin, commonly 60 to 90 days. Benefits are typically restricted to a set number of years and are triggered only by certain events, such as the onset 
of severe dementia or the inability to perform certain basic living tasks. 

A typical policy purchased by a 60- year-old in 2005 cost about $2,000, but consumers can spend less or substantially more, depending on the 
generosity of various provisions. 

Consumer advocates strongly recommend that people buy inflation protection. You might not make a claim for 20 years or more, and over that much 
time the value of your benefits could be eviscerated by inflation. 

Beyond that unknowable developments - such as changes in medical technology and advances in treating chronic illnesses such as Alzheimer's 
disease - can make it impossible to be certain that a long-term care policy bought today will meet a person's needs in the future, said John Rother, 
director of policy and strategy for AARP. 

The odds of needing long-term care are yet another wild card for consumers. About two-thirds of people 65 or older may require such help during 
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their lives, researchers say. But about one-third will never need it. Of those who do need care, about 3 in 10 will require it for two years or less. 

Out-of-pocket payments, Medicaid and help from relatives all remain larger sources of care for those who need it. There are about 8 million long- 
term care policies in force, covering a fraction of the nation's older population. 

Experts say buying such coverage is a personal decision. The insurance may be less valued by those with modest savings to protect, and the 
richer you are, the greater likelihood that you can cover your own care costs. 

"Who should buy this and who shouldn't?" asked Bonnie Bums, a training and policy specialist for California Health Advocates, a pro-consumer 
group. "Well, sorry, it's much more complicated than that." 

Complications 

Complaints by beneficiaries - centering on rejected claims and slow reimbursements - have further complicated the decision, prompting Sen. 
Charles E. Grassiey (R-Iowa) to recently ask large insurers for details on how they process claims. 

The displeased customers include Betty Hoff, an elderly widow who moved into an assisted-living facility near her Central Valley home after her 
health declined a few years ago. 

Hoff was insured by Bankers Life & Casualty. Her son, John N. Hibben, said in an interview that the insurer repeatedly resisted reimbursing him for 
the monthly out-of-pocket costs of mote than $2,000. 

"It took about a year and a half before we got our first payment," he said. Ultimately, the company paid up, Hibben said, but "it was a hassle for 
about three years." 

Bankers Life declined to comment on Hoffs case. But spokeswoman Barbara Ciesemier said in a statement that the company was "committed to the 
highest standards for ethics, fairness and accountability, and we agree that every long-term care policyholder deserves assurance that their claim will 
be handled in a timely manner and in accordance with their contract.” 

Bankers Life and its parent, Conseco, approved 98% of claims submitted last year, she said, adding, "In rare instances, we make mistakes, but we are 
working hard to improve practices." 

Industry defended 

Supporters of the industry insist that horror stories are rare exceptions. Overall, just 3.3% of claims are denied, said Mohit M. Ghose, a spokesman 
for America's Health Insurance Plans, a trade group. "The vast majority of claims are paid," he said. 

In California, about 1 2% of ctaims were denied in 2005, according to the state Department of Insurance. The agency is studying why that rate 
exceeds the national average. 

A flurry of rate hikes in the 1990s and since 2000 also has caused controversy. Industry advocates say such increases mostly reflected growing pains 
of insurers that were still learning about the real costs and risks of products introduced in the 1970s and 1980s. 

Consumer critics say the price boosts often followed "low-ball" premiums, cynically intended to draw in new customers. Though insurers cannot 
raise rates on individual policies, they can raise rates for entire categories of policyholders - based on age, for example - and records show that a 
portion of the industry has done so. 

For people living on fixed incomes, "a rate increase of even 10[%J or 20% can have a dramatic effect on their ability to continue to pay those 
premiums," Bums said. 

In California, eight of 24 companies currently licensed to write long-term care insurance have hiked rates at some point since 1990, according to the 
Department of Insurance. Twenty-three other firms that no longer offer new policies also raised rates during that period'. 

The price hikes are not universal, however, and the three biggest providers of such coverage - representing about 70% of the market - have shown 
restraint. 

Among the top three, for example, John Hancock and MetLife have never raised premiums on the long-term care policies they have issued. 
Genworth Financial, the industry leader, recently applied for its first increase, which will average 10% and affect just under half of its current long- 
term care policies. 

Companies that made the biggest errors in pricing "have largely left the market," said Laura Moore, president of John Hancock’s long-term care 
business. 

Boomer interest 

Despite such issues, the industry may be finding an increasingly receptive market among baby boomers. The big insurers say the average age of their 
long-term care consumers -- once pushing 80 - has fallen into the upper 50s. 

"We're all experiencing the same phenomenon," Moore said. "People are starting to have experience with LTC situations with their parents, and 
they’re saying, 'l don’t want this to happen to me.’ " 

Younger consumers who opt for the insurance have certain advantages. They are more likely to get accepted for coverage than older counterparts. 
And when they get it, their premiums' will be cheaper. 

Researchers at Georgetown University found, for example, that one policy that cost 50-year-olds an average of $2,447 in 2005 shot up to $6,178 for 
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applicants who had hit 70. 

Beyond that, considerations of retirement planning and estate preservation are a key selling point with boomers, said Buck Stimson, president of 
Genworth Financial's long-term care insurance division. 

Increasingly, such insurance is considered along with income needs, asset accumulation and estate transfer as an element in retirement planning, he 
said. 

The industry is counting on people like Sharon Taylor, 45, to keep sales growing. When her husband died a year ago she confronted tough questions 
about surviving on her own and ultimately chose to buy a long-term care policy. 

"At first you don’t want to hear about it because it’s creepy - the whole thing.” said Taylor, a Chatsworth resident who types closed captions for 
television. But ”1 don’t want to be a burden on someone," she said, and "I’m not one to leave something like that to chance.” 
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Long-term care insurance has its rewards 
but may not be for everyone 

By John Waggoner, USA TODAY 


"Long-term care Insurance is a wonderful thing," says Judy Koehler, a state government worker in Southfield, 
Mich. 
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Koehler's mother, Lillian Jurcak, spent four months in a hospital in 1998 with emphysema before she died. 

Long-term care insurance paid most of the bill, and did so promptly. 

CHAT TRANSCRIPT: Certified financial planner Nicholas Nicdette answers your financial questions 
ADVICE: Should you buy long-term care insurance? 

Unfortunately, many people's experiences with long-term care insurance have been far from wonderful. Hilda 
Puth, a Southern California homemaker, took out a long-term care policy on herself in 2001 because her 
husband, George, had been disabled by a stroke. She wanted to be sure that if she, too, became disabled, 
someone would be able to take care of her in her home. 

When Puth needed knee-replacement surgery, her policy was supposed to pay $100 a day for home health 
services. Bui her insurer denied Ihe claim. 11s reason: It couldnt determine whether the home aide would be 
helping Hilda or George — even though George had his own care arrangements. 

For millions, long-term care insurance, which is supposed to pay for at-home care, assisted living or nursing- 
home care, is a savior. But for other people, delays, premium increases and denials of payment make the 
enormous investment in long-term care polices all but worthless. 

Allegations of deceptive practices in long-term care insurance have prompted a congressional inquiry. Reps. 

John Dingell, D-Mfch,, and Bart Stupak, D-Mich., have written letters to two insurers — Penn Treaty American 
and Conseco — asking for documents related to their claims practices. Both companies say they have fully 
cooperated with the inquiry, whose results could be made public by the fall. 

"We're in the business to pay claims and honor contracts, and we want to make sure that the protection 
consumers are counting on for the future is there for them,’ says Cameron Waite, an executive vice president 
for Penn Treaty. 

In a statement, Conseco said it paid 98% of Its long-term care policy claims submitted last year — more than 

$600 million. ^ ^ 

For those who worry about whether their parents will be able to afford long-term nursing care, the task of sorting 

out long-term care policies is arduous enough. Worrying about whether a policy will pay off after 20 years of payments — with annual 

premiums typically exceeding $1 ,000 for a 55-year-old healthy married person — can be excruciating. 

Patti Puth, George and Hilda’s daughter, had to downplay the insurance setbacks in tront of her father, fearing that if he became too upset, he 
might suffer another stroke. 

"It was a really difficult time," she says. 

A profit center 
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Though most insurers pay the requested claims, some iong-term care insurers have been accused of invoking every possible reason to deny 
payments. 

"What I'm seeing, on a regular basis, is that the insurers have made the claim process cumbersome and complicated," says Frank Danas, a 
lawyer In Ontario, Calif., who specializes in battling insurers that have denied long-term care claims. “In almost all the cases I have tried, the 
senior has died before the case has gotten to trial. They have turned the claim department info a profit center." 

Paula Johnson of Ororio, Minn., bought a long-term care policy for herself and her husband. Gene, when she was 39 and he was 47. The cost: 
about $1,300 a year for each of them. When Gene was only 49, he began showing signs of Alzheimer's. 

’He couldn't find his way to familiar places, or he’d tell the same story over and over," Paula says. 

She hired a company to help with his home health care. Insurance paid the first few months. Then the reimbursements stopped. 

"I spent countless hours on the phone playing the insurance ducking game,* Johnson says. "I had to get foe state insurance commission 
involved, send letters, and threaten to sue.* 

The insurance company restarted payments. "But every time foe assigned processor changed, that person would try and find a weasel route 
or just not pay me for three months and then claim it was because I didnl clarify something," Johnson says. "It was as if they were torturing 
me." 

Gene Johnson died in May 2007, of pneumonia. 

’I still had to struggle to get them to pay the last week," Paula Johnson says. ‘Having a diagnosis from the Mayo Clinic of Alzheimer's should 
be a slam-dunk, but still I fought and struggled and begged and pleaded and cried to get foe claims paid.* 

James Stephenson of Morristown, Vt., had to step in and fight for his stepmother's long-term care policy claim. She suffered a severe stroke 
two years ago and has been in a nursing home ever since. At age 99, Stephenson's father couldn't handle all foe paperwork for securing 
payments. Stephenson stepped in and spent six months fighting the insurer for payments. 

"I suspect that many companies hope to avoid paying because the insured are too old to go through all the obstacles erected," Stephenson 
says. 

Those in foe industry argue that some claims are denied because the consumer doesn't understand a policy’s deductible period. Many 
policies, for example, don’t begin to pay until the patient has spent one to three months in a long-term care facility. 

Insurers also want to verify that payments will be going to a qualified caregiver, says Jesse Stome, executive director of foe American 
Association for Long-term Care Insurance. 

‘If you're looking to attack an industry, it’s easy to add up all the 'denied' claims,* Stome says. "But once the proper paperwork is submitted, 
most claims are approved." 

Rising premiums 

Long-term care insurance is essentially a bet with your insurance company over whether you will need long-term care. If you “win" — that is, if 
you eventually need long-term care — the insurer will pay all or part of the cost. If you "lose," by never needing long-term care, foe insurer 
keeps foe premiums. And those premiums can be considerable, especially If you pay over many years. 

The odds In a tong-term care policy are in the insurer’s favor. Most policies are sold to healthy people in their 50s and 60s; most end up never 
making a claim, or make claims that fall far short of the total premiums they’ve paid over foe years. Those with a high chance of needing long- 
term care generally can't obtain long-term care insurance. 

Jon Lawson, 51 , has tried repeatedly 1o get long-term care insurance coverage. No luck. The Atlanta native has HIV, the virus that can lead to 
AIDS. 

‘I have been living with HIV for over 20 years, and I have never been affected by any HIV-related Illnesses," he says in an e-mail. "I fully 
expect to live a long, healthy and productive life. Apparently, the insurance companies will only sell LTC insurance to those they believe will 
never use it." 

Just 7% of all women who are healthy enough to qualify for long-term care policies will need long-term care for more than two years, according 
to foe American Association for Long-term Care Insurance, an industry group. Only 2% of men will need it for more than two years. 

Still, some companies underprice iheir premiums for new policyhotders, then raise premiums dramatically. The price increases help make the 
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policies profitable by boosting revenue. Also, the insurer gets to pocket the premiums paid over the years by people who have to drop their 
coverage because they can no longer afford it. 

Tom Russell, an insurance agent in Payson, Ariz., who sells long-term care insurance, found that low initial premium costs were a powerful 
selling point for his competitors. 

”1 would explain over and over again to prospective policy owners that the lower rates these companies were offering for the LTC insurance 
would not hold, and as time went by, the company would raise their premiums because the insurance pool would not be solvent,* Russell says. 

When Leonard Bloom, of Sarasota, Fla., bought a long-term health care policy eight years ago, he was told the policy couldnl be canceled 
unless he and his wife missed a payment. Since then, his policy’s premium has soared 35%. Now, he and his wife feel trapped: They find it 
increasingly difficult to afford their policy. Yet they've been paying premiums for eight years, so dropping it now would feel like throwing away 
tens of thousands of dollars. 

Good policies out there 

While some policyholders have waged frustrating battles to secure benefits from their long-term care policies, others are grateful they bought 
theirs. 

Elizabeth Morin and her husband, Dave, took out long-term care insurance when they retired 15 years ago. Dave Morin was diagnosed with 
Alzheimer's in 2002. His policy paid for home health care once Elizabeth could no longer care for him by herself. And when Dave moved to an 
assisted-llving facility in 2005, insurance paid $100 a day towards that, too, just as the policy promised. 

*lt gave me such peace of mind and saved our resources for our children,* Elizabeth Morin says. "As long as you pick a sound company, I 
cannot understand why anyone, who can afford It, does not buy long-term care insurance.’ 

Despite her tribulations in collecting on her husband’s long-term care policy, Paula Johnson was glad he had it: Her bills were about $6,000 a 
month. "I'd be financially ruined without long-term care insurance,’ she says. 

Even the most fervent advocates of long-term care insurance point out that it’s not for everyone. The very poor, for example, have Medicaid, 
which pays for nursing home care. The very wealthy can afford to pay for long-term care themselves. 

And the middle class? Medicare isn’t the answer; it doesn't pay for long-term care. Which is why long-term care insurance appeals to many 
middle-income Americans. 

With different policies offering vastly different features, though, consumers must research their options with extreme care. 

For some, the cost dwindles in relation to the benefit. Judy Koehler had been wrestling with whether to get a long-term care policy when her 
mother died. At the time, she was considering buying a new car, too. 

"The amount I was going to pay to buy the long-term insurance for one year was just 1/20 of what that car cost me," she says. She bought the 
policy. 

For others, the cost of coverage and the uncertainty of receiving benefits don’t seem worth it. Shirley Callen, of Harrisburg, Pa., was turned 
down for a long-term care policy because of her health. She has sarcoidosis, a type of inflammation that produces microscopic lumps in 
various parts of the body. 

’I'm glad they did,* she says. ’I couldnl afford $232 a month." 

Callen plans to save and invest her money instead: "If I'm unable to care for myself. I’d rather be dead." 


Find this article at: 

http://www.usatoday.com/money/perii/eklercare/2007-06-27-efder-long-term-care_N.htm 
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States Draw Fire for Pitching Citizens On Private Long-Term Care Insurance 
By JENNIFER LEVITZ and KELLY GREENE 
February 26, 2008; Page A1 
Wall Street Journal 

Last year, six million letters bearing Gov. Arnold Schwarzenegger’s name and official 
state seal went out to Californians. 

The missives, sent by a direct-mail company called Senior Direct Inc., were pitch letters, 
urging many low- and middle-income residents to buy long-term care insurance to cover 
any future nursing home bills. 

Behind the plug: California, like many other states, is trying to curb the high costs of 
long-term care paid under Medicaid, the joint federal-state health insurance program for 
low-income people. Last year, total Medicaid expenditures for older adults' nursing- 
facility and other long-term care bills hit $100 billion. 

So, more states are encouraging such citizens to buy private insurance. Along with 
California, 14 other states are now promoting long-term care policies under marketing 
partnerships with the insurance industry. More than a dozen others are getting started. 

The state endorsements are "the single best thing that has happened to the long-term care 
industry," says Jesse Slome, executive director of the American Association of Long- 
Term Care Insurance. Total premiums collected for long-term care, or LTC, policies were 
$10 billion in 2007, up 21% from $8.2 billion in 2004. 

Critics are sounding alarm bells. They argue that the financial benefits of LTC insurance 
for many target customers are negligible to nonexistent. Their income and assets are so 
low that they would quickly qualify for free care under Medicaid. 

Patricia White, a director of the National Association of Free Clinics, which provides 
medical care to the needy, says many people of modest means are already straggling to 
pay for prescription drugs and other essentials. "They can't even buy medicine, why 
should they buy a [long-term care] insurance policy?" 

Some states, including Iowa, are floating the partnership concept even as residents 
complain about steep premium increases. 

Mike Niday, a bricklayer who says he has a moderate income, bought a policy in 2003, 
costing $1,368 a year, from Guarantee Trust Life Insurance Co., of Glenview, 111. "It was 
a sacrifice to buy it," says the Carlisle, Iowa, resident. 

He says he now realizes he probably doesn't need the coverage and is sorry he bought it. 
His monthly payments started out at $1 14, then rose to $ 146 in 2005. Last fall, he was 
told the monthly rate on his policy would jump to $410 amonth, or $4,920 a year - a 
260% increase. 
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Tom Alger, spokesman for the Iowa Insurance Division, confirms that Guarantee Trust 
has imposed a "substantial" price hike on policyholders, raising the annual cost of certain 
riders to policies by as much as 700%. 

"How can they expect common, ordinary working people to try to budget to keep 
something like this in force?" says Mr. Niday. When he complained to Guarantee Trust, 
he says, the company told him he could keep his policy rate -- with a caveat. He'd have to 
give up several benefits such as inflation protection. That policy feature is considered 
crucial, as it helps to protect benefits against rising health-care costs. 

Rather than trade down, he recently dropped the policy. After arguing, he says, he got a 
partial refund. The company kept $4,000 of the total $7,000 he had paid in premiums, he 
says. 

A spokesman for Guarantee Trust said no one was available to comment. 

Even for middle-income people, say consumer advocates, concerns about LTC insurance 
loom. Rising consumer complaints indicate that it is increasingly tough to collect on 
benefits. 

Prudent Approach 

State officials stand behind their approach. In a climate of rising health-care costs, they 
view it as a prudent way to broach an emotionally difficult topic. Raul Moreno, a 
spokesman for the California partnership, says the state sees nothing wrong with "asking 
people to take personal responsibility" for planning their long-term care. 

"We would never suggest you must buy it," he adds. "Our focus is merely to educate 
Californians to plan ahead for long-term care, and to consider [LTC] insurance as a way 
to fund it." 

Some states are promising consumers that if they exhaust benefits from their LTC 
policies and eventually need to apply for Medicaid, the state will make it easier for them 
to qualify. 

Of all the insurance types on the market, long-term care is among the most complex -- 
and expensive — forms of coverage. 

Typically sold to people well in advance of need, it promises to pay for care when a 
policyholder can no longer perform certain basic activities on his or her own. Premiums 
are determined by the length of coverage and the age of the insured, among other factors. 
Rates are also affected by the policy's daily benefit allowance, an amount capped by most 
insurers, as well as the waiting period before benefits kick in. The cheapest policies often 
carry the longest waiting periods — 90 days or more is common. 
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"These policies are very difficult to use, and the payouts and benefits are difficult to get," 
says Jamie Court, president of the Foundation for Taxpayer and Consumer Rights in 
Santa Monica, Calif. He calls the partnerships "sort of an unholy alliance between the 
state and these corporate titans to sell products that will supposedly save the state money 
on health care later." 

LTC policies also carry some of the highest commissions in the insurance business, with 
lucrative payments to the individual agents who sell the policies. Agents often pocket 
between 30% and 65% of the first year's total premium payments, then receive annual 
commissions between 3% and 5% for a set period after that. 

When President Bush signed the sprawling Deficit Reduction Act in 2006, he lifted a 
decadelong ban on states partnering with the insurance industry to sell long-term care 
insurance. 

Rep. Earl Pomeroy, a North Dakota Democrat, was a lead co-sponsor of the LTC 
partnership bill, and was instrumental in lifting the ban in 2006. During the 2007-08 
election cycle, Mr. Pomeroy received the second-largest amount — $1 15,150 — in 
Congress from insurance-industry political action committees, according to the Center for 
Responsive Politics, a Washington, D.C., nonprofit. 

The contributions, says Mr. Pomeroy, had no influence on his support for the 
partnerships. He argues that the programs will curb Medicaid spending. Echoing many 
states' complaints, he says Medicaid is strained partly because people are artificially 
impoverishing themselves by transferring assets to relatives in order to qualify for free 
benefits. "To me, this is a version of welfare fraud," he says. 

Few Transfer Assets 

Last March a study by the Government Accountability Office of Medicaid applicants for 
long-term care in three states showed only relatively few - 9.2% - had transferred assets 
to relatives in the prior three years. GAO studies in 2005 and 1993 also found no 
widespread evidence of asset transfers. 

In another study last May, the GAO questioned whether there was a compelling public- 
policy reason for states to hawk LTC insurance, saying the partnerships are "unlikely to 
result in Medicaid savings." 

Undeterred, Nebraska Gov. Dave Heineman named November "long-term care 
partnership awareness month." Virginia sent out DVDs touting LTC insurance to 200,000 
people. In all, states sent about 1 1 million letters on the subject last year. 

More marketing efforts are on tap. Earlier this month, New York launched a $1.75 
million direct-mail and media campaign to promote the purchase of long-term care 
insurance. In March, Pennsylvania will kick off its partnership with a mailing to a million 
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people. Ohio's governor will send letters to 1.7 million residents, inviting respondents to 
a Web site where they can be linked with insurance agents. 

Other states are partnering with insurers that have ran into trouble with regulators. 

In South Dakota, insurance officials intervened in the case of Rudolph Heyd. A former 
grain farmer who was 92 years old and living in a nursing home, Mr. Heyd received a 
letter in 2005 from his insurer, Penn Treaty Network American Insurance Co., stating that 
"no further benefits would be payable on his claim." 

After nearly four years of paying benefits, the company in May of 2006 told state 
regulators that Mr. Heyd, "despite his diagnoses arid letters indicating otherwise from his 
attending physician," was "cognitively intact." Mr. Heyd stayed at the facility, but had to 
use his own savings to foot the bill. Last July, Penn Treaty settled a lawsuit filed by Mr. 
Heyd in South Dakota's U.S. District Court, Northern Division, for an undisclosed sum. 
He died in October. 

Months earlier, Matthew Fonder, division counsel for the state's Division of Insurance, 
had written to Penn Treaty saying "the South Dakota Division of Insurance is concerned 
that Penn Treaty may be wrongfully denying legitimate claims." The division says it has 
an "ongoing investigation" into Penn Treaty. 

Cameron Waite, executive vice president of strategic operations at Penn Treaty, says the 
company enjoys a good relationship with South Dakota. "Complaints are few and far 
between, but the reality is that they do periodically arise," he says. 

In a March 2006 regulatory filing to investors, Penn Treaty said a company review "is 
showing us that our policyholders.. .appear to be living longer than we had previously 
anticipated..." To compensate, said the filing, Penn Treaty would "seek appropriate 
premium rate increases" among other solutions. 

Nevertheless, when South Dakota unveiled its long-term care partnership plan last June, 
it recommended 14 "approved partnership" insurers — including Penn Treaty. The state is 
currently holding dozens of community meetings at churches and senior centers to 
discuss long-term care options. 

Merle Scheiber, director of South Dakota’s division of insurance, says its regulatory 
probe doesn't disqualify Penn Treaty from joining the partnership. "Currently, the long- 
term care partnership certification process is separate from enforcement issues," he says. 

Complaints to Regulators 

Congress is taking note. In October, Sen. Charles E. Grassley, senior Republican on the 
Senate Finance Committee, wrote to 10 insurers involved in partnerships and demanded 
information about how claims are processed. 
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He began his inquiries following a report by the National Association of Insurance 
Commissioners that cited a 74% increase in complaints to state regulators related to claim 
denials on LTC policies between 2003 and 2006. NAIC also said that insurers overturned 
more than 70% of LTC claim denials after the complaints were made — a "pattern of 
error" that it said isn't found with other types of health insurance. 

Betty Hoff, an 87-year-old widow in Fowler, Calif., says it was a "battle" to get benefits 
under her policy with Bankers Life & Casualty, which she bought after an agent 
promoting the California partnership visited her home. 

She was paying a yearly premium of $4,080 from her $19,200 income when, in late 2004, 
she took a fall at home and was unable to get up. After crawling to the phone for help, 
she was evaluated by her doctor. He determined that she couldn't meet several needs of 
daily living, including bathing herself and getting out of bed. The doctor declared it 
unsafe for her to live alone at home and recommended institutional care. 

Ms. Hoff filed a claim under her policy, which says benefits are payable 90 days after 
proving need. But Bankers Life denied Ms. Hoffs claim, saying in a letter that she wasn't 
impaired enough. She drew on her savings to pay for assisted living for seven months 
until California Health Advocates, a Sacramento nonprofit, took up her case. Bankers 
Life decided to pay. 

Bankers Life & Casualty is currently the subject of 10% of California's LTC insurance 
complaints with only 3.6% market share, according to 2006 state data. 

A spokeswoman for Bankers Life, a unit of Conseco Inc. of Carmel, Ind., says there was 
confusion concerning Ms. Hoff because she had recently switched from one policy to 
another. She said Bankers Life aims to pay off claims in a timely manner in accordance 
with policy terms. 

Sometimes, the confusion begins before a consumer picks up the phone. California's LTC 
pitch letters go out under California Department of Health Services letterhead 
emblazoned with the state logo. They urge recipients to return a reply card or call a toll- 
free number to be connected to one of "our agents." 

The letters are signed by Brenda Bufford, director of California's LTC partnership 
program. But inquiries are routed to Senior Direct, the Texas marketing firm hired by the 
state. Operators at its call center in Minnesota answer a toll-free line by saying, "Thank 
you for calling the California Partnership for Long-Term Care." 

Ms. Bufford says citizens often express surprise that the state is involved in marketing 
insurance. "Some consumers have asked, 'Is this fraud?'" she says. "We say, 'No, it isn't. 
It's the state of California.'" 
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More take a long-term look 

Increasing numbers buying insurance to cover extended care 

Janet Kidd Stewart The journey 
July 6, 2008 

Of everything to plan for in retirement, a nursing home 
stay is about last on the fun scale. 


But some Baby Boomers previously unconcerned about 
their care in old age are beginning to ponder it. A new 
study from Fidelity Investments estimates a 65-year-old 
couple will need an average of $85,000 to cover long- 
term-care insurance throughout retirement. 

That estimate is based on the couple spending $6,710 
annually on premiums for a joint policy that pays out 
about $216 per day for care for eight years, said Joan 
Bloom, senior vice president for Fidelity Investments 
Life Insurance Co. 

Some industry veterans argue good long-term-care coverage can be had for far less. Plans covering a 
three-year stay, with $100 in daily benefits and compound inflation adjustments, cost an average $1,292 
annually, according to the American Association for Long-Term Care Insurance. 

Those premiums are far cheaper than funding nursing home stays out of personal funds for a lengthy 
period. Costs in some regions are well above $100 per day. 

"It's the Achilles' heel in many retirement plans," said Mike Garvan, a financial planner with Capital 
Management Partners in Peabody, Mass., referring to people without insurance. "Many retirement plans 
couldn't withstand a $300,000 blow." 

That’s starting to hit home with consumers, another study shows. 

The average age of buyers declined to 61 in 2005 from 68 in 1990, according to research from America's 
Health Insurance Plans, a Washington, D.C., trade association of insurance firms. 

"People are buying earlier as they realize they can lock in more reasonable rates," Garvan said. 

Altogether, 8 million Americans are covered by individual or group policies, according to the 
association, an increase of roughly 1 million in the last three years but a fraction of the people who the 
industry claims would benefit from coverage. 
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Many affluent seniors have no incentive to buy insurance because they have structured their assets so 
that they can qualify for Medicaid without losing their wealth, said Stephen Moses, president of the 
Center for Long-Term Care Reform. Medicaid pays for nursing home care for elderly people on low 
incomes, but allowances are made for spouses that let them keep their homes, vehicles and other 
personal property. The allowances are bound to become much less generous as the Baby Boomers age 
and stress the system, Moses said. 

Premium costs and fears about insurers' solvency, not to mention consumer complaints about insurer 
claim denials, are issues keeping consumers away, as well as conflicting opinions on the size of a 
portfolio that justifies coverage. Very large nest eggs, in theory, can self-insure, while smaller nest eggs 
are candidates for spending down assets and then turning to public aid. 

But with care costs approaching huge levels, that middle ground is expanding, and experts say long- 
term-care insurance can fit into your retirement plan without crowding out other goals: 

Stick with experience. Financial planners consistently mentioned three large carriers as the players to 
stick with in choosing a policy: Genworth, MetLife and John Hancock. But others may have strong 
ratings, so it pays to do some digging on any you're considering. 

Fit a plan to your nest egg. Consider the size and type of assets you're trying to protect, then examine 
different plans. If your retirement income from ail sources is $75,000, for example, spending $2,000 on 
annual premiums to protect the underlying income streams represents less than 3 percent of income. 

William Driscoll, a financial planner in Plymouth, Mass., recommends trying to fund four to six years of 
coverage, and another four years that could be covered from investments in case of a longer stay in a 
nursing home. 

Cheap may be better than nothing. If you have enough money that you want to protect it with insurance 
but can't spend thousands of dollars on a policy, consider catastrophic coverage, Moses said. Several 
years ago he bought such a policy, a 90-day deductible with $200 per day for nursing-home care but no 
home health coverage, for about $400 per year in premiums. This coverage isn't popular because it 
doesn't cover home health care, and many people want to stay at home as long as possible, but it is an 
option, he said. Such a policy probably would cost about $600 per year today, he estimates. 

Don't forget inflation. Rising prices are a reminder to pay attention to how your policy handles inflation. 
Most planners recommend a 5 percent compound inflation rider. 


Have a retirement question ? Write to yourmoney@tribune .com, or via mail at Your Money, Chicago 
Tribune, Room 400, 435 N. Michigan Ave., Chicago, IL 60611. If your letter is selected, we may include 
you and your question in a future column. 


Copyright © 2008, Chicago Tribune 
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LONG-TERM CARE INSURANCE 

Oversight of Rate Setting and Claims Settlement 
Practices 


What GAO Found 

Many states have made efforts to improve oversight of rate setting, though 
some consumers remain more likely to experience rate increases than others. 
NAIC estimates that since 2000 more than half of states nationwide have 
adopted new rate setting standards. States that adopted new standards 
generally moved from a single standard that was intended to prevent premium 
rates from being set too high to more comprehensive standards designed to 
enhance rate stability and provide other protections for consumers. Although 
a growing number of consumers will be protected by the more comprehensive 
standards going forward, as of 2006 many consumers had policies not 
protected by these standards. Regulators in most of the 10 states GAO 
reviewed said that they expect these more comprehensive standards will be 
effective, but also recognized that more time is needed to know how well the 
standards will work in stabilizing premium rates. State regulators in GAO’s 
review also use other standards or practices to oversee rate setting, several of 
which are intended to help keep premium rates more stable. Despite state 
oversight efforts, some consumers remain more likely to experience rate 
increases than others. Specifically, consumers may face more risk of a rate 
increase depending on when they purchased their policy or which state is 
reviewing a proposed rate increase on their policy. 

The 10 states in GAO’s review oversee claims settlement practices by 
monitoring consumer complaints and completing examinations in an effort to 
ensure that companies are complying with claims settlement standards. 
Claims settlement standards in these states largely focus on timely 
investigation and payment of claims and prompt communication with 
consumers, but the standards adopted and how states define timeliness vary 
notably across the states. Regulators told GAO that they use consumer 
complaints to identify trends in companies’ claims settlement practices, 
including whether they comply with state standards, and to assist consumers 
in obtaining payment for claims. In addition to monitoring complaints, these 
regulators also said that they use examinations of company practices to 
identify any violations in standards that may require further action. Finally, 
state regulators in 6 of the 10 states in GAO’s review are considering 
additional protections related to claims settlement For example, regulators 
from 4 states said that their states were considering an independent review 
process for consumers appealing claims denials. Such an addition may be 
useful, as some regulators said that they lack authority to resolve complaints 
where, for example, the company and consumer disagree on a factual matter 
regarding a consumer’s eligibility for benefits. 

In commenting on a draft of this report, NAIC compiled comments from its 
member states who said that the report was accurate but seemed to critique 
certain aspects of state regulation, including differences among states, and 
make an argument for certain reforms. The draft reported differences in 
states’ oversight without making any conclusions or recommendations. 
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1 

GAO 

i piTrirtl '■■!■■■■ >E< ^«y ,| ”N'lly * Rrttobllity 

United States Government Accountability Office 
Washington, DC 20548 


June 30, 2008 
Congressional Requesters 

About $193 billion was spent nationwide on long-term care services in 
2004, including nursing home care and other assisted-living services. Most 
of this care was financed by government programs, primarily Medicaid,* 
and a small share of these costs — less than 10 percent — was paid by 
private insurance. Elderly people — those aged 65 or older — consume 
about two-thirds of all long-term care services used in the United States. 

As the number of elderly Americans continues to grow, particularly with 
the aging of the baby boom generation, the increasing demand for long- 
term care services will likely strain state and federal resources. Some 
policymakers have suggested that increased use of long-term care 
insurance (LTCI) may be a means of reducing the future share of long-term 
care services financed by public programs such as Medicaid. 

Oversight of the LTCI industry, including setting consumer protection 
standards for rate setting and claims settlement practices and ensuring 
that companies comply, is primarily the responsibility of states. 2 Over time, 
the National Association of Insurance Commissioners (NAIC) has 
provided guidance to states on how to regulate LTCI, including adoption 
of a model LTCI act in 1986 and subsequently a model regulation. 3 NAIC 
has updated these models periodically to address emerging issues in the 
industry. 


‘Medicaid is a jointly funded federal-state health care financing program that covers certain 
categories of low-income individuals. 

2 In this report, the term rate setting practices refers to how companies (1) establish initial 
premium rates and justify rate increases for a policy, (2) disclose information about rates 
to consumers, and (3) implement rate increases. The term claims settlement practices 
refers to how companies determine eligibility for LTCI benefits, communicate with 
consumers about the claims process and about specific claims submitted, pay or deny 
claims, and communicate with consumers about the process for appealing denials. 

3 State insurance regulators established NAIC to help promote effective insurance 
regulation, to encourage uniformity in approaches to regulation, and to help coordinate 
states' activities. Among other activities, NAIC develops model laws and regulations to 
assist states in formulating their policies to regulate insurance. 
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Federal efforts over the past 12 years have aimed to increase the use of 
LTCI and ensure that consumers who purchase policies are adequately 
protected. For example, the Health Insurance Portability and 
Accountability Act of 1996 (HIPAA) established federal consumer 
protection standards for LTCI that, if incorporated into individual policies, 
would allow for favorable federal tax treatment of the benefits received 
and premiums paid under such policies. 4 Since the enactment of HIPAA, 
Congress established the Federal Long Term Care Insurance Program 
(FLTCIP) 5 in 2000. It also authorized the expansion of the long-term care 
Partnership programs* when it passed the Deficit Reduction Act of 2005 
(DRA). Policies sold through state Partnership programs as well as the 
FLTCIP must meet certain consumer protection standards. 

Members of Congress, state regulators, and other interested parties have 
raised concerns that despite existing state and federal consumer 
protection standards, increases in LTCI premiums or denials of benefit 
claims may leave some consumers without LTCI coverage as they begin 
needing long-term care, which could have fiscal implications for Medicaid. 
Specifically, though LTCI policies are intended — but not guaranteed — to 
have premiums that stay level over time, some consumers have 
experienced increases in their premiums that led them to drop coverage. 
In addition, recent media reports have highlighted concerns with 
companies delaying or denying consumers’ claims for LTCI benefits. You 
asked us to review the consumer protection standards governing LTCI 
policies and how those standards are being enforced. For this report, we 
examined (1) oversight of rate setting practices in the LTCI industry and 
(2) oversight of claims settlement practices in the LTCI industry. 

To examine oversight of rate setting practices in the LTCI industry, we 
reviewed information provided by NAIC and interviewed NAIC officials. 
Specifically, we reviewed the provisions of NAIC’s LTCI model act and 
model regulation related to rate setting, including changes made to the 


Policies that include the HIPAA protections are referred to as tax qualified. 

*The FLTCIP, which was implemented in 2002, offers group LTCI benefits for federal and 
U S. Postal Service employees and retirees, active and retired members of the uniformed 
services, qualified relatives of these individuals, and certain others. 

Partnership programs are state-run programs that encourage individuals to purchase LTCI 
by allowing the purchasers to exempt some or all of their personal assets from Medicaid 
eligibility requirements should they exhaust their LTCI benefits and need Medicaid 
assistance to finance further long-term care costs. 
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rate setting requirements in the model regulation in 2000. In addition, to 
determine the rate setting standards in place in all 50 states and the 
District of Columbia, we interviewed NAIC officials, reviewed NAIC 
documents describing state rate setting standards, and reviewed relevant 
state laws and regulations. To supplement this information, we completed 
case studies for a judgmental sample of 10 states. 7 (We refer to these 
10 states as the states in our review.) Among other considerations, we 
selected states that would account for a substantial portion of active LTCI 
policies in 2006 (at least 40 percent), would represent variation in the 
number of active policies, and would reflect the variation in state 
oversight of the product. The findings from our case studies are not 
generalizable. (See app. I for the criteria used to select states.) The first 
component of the case studies included a structured review of state laws 
and regulations. In the reviews, which were verified by the states, we 
identified the consumer protection standards and enforcement authorities 
in place at the state level applicable to rate setting practices. In addition to 
the reviews, we interviewed regulators from the selected states’ insurance 
departments about (1) steps taken to oversee rate setting practices, 

(2) challenges they faced in overseeing this aspect of the product, 

(3) which standards have been effective in improving rate stability, and 

(4) regulatory changes under consideration. We also reviewed national 
data collected from companies and published by the California 
Department of Insurance on rate increases proposed and approved in any 
state from 1990 through 2006. With regard to these data, we spoke with a 
state official to discuss the checks they perform to verify the accuracy of 
the data and determined that these data were sufficiently reliable for our 
purposes. To identify federal requirements that afreet oversight of rate 
setting practices, we reviewed federal laws, regulations, and guidance 
related to tax-qualified policies and policies issued under state Partnership 
programs. We also interviewed officials from the Internal Revenue Service 
(IRS), the Centers for Medicare & Medicaid Services (CMS), and the Office 
of Personnel Management (OPM). Finally, we interviewed officials from a 
judgmental sample of six companies selling LTCI regarding oversight of 
rate setting practices. These companies ranged in terms of market share in 
2006 from 1 percent to more than 15 percent and together represented 

40 percent of the market. In addition, the companies’ financial ratings 


7 The 10 states were California, Florida, Illinois, Iowa, New York, North Dakota, 
Pennsylvania, Texas, Washington, and Wisconsin. 
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varied from superior to marginal. 8 The views of officials from these 
companies may not represent the views of officials from other companies. 

In examining oversight of claims settlement practices in the LTCI industry, 
our review focused on the 10 states included in our case studies. In the 
reviews of state laws and regulations, we identified the consumer 
protection standards and enforcement authorities in place in these states 
applicable to claims settlement practices. Our interviews with regulators 
from the selected states’ insurance departments included discussion of 
(1) steps taken to oversee claims settlement practices, (2) challenges they 
faced in overseeing this aspect of the product, (3) which standards have 
been effective in ensuring fair claims practices, and (4) regulatory changes 
under consideration. As part of the case studies, we also reviewed 
information on consumer complaints related to LTCI from 6 states that 
were able to provide this information. Five of the 6 states provided 
information from 2001 through 2007 on the number of LTCI complaints 
related to claims settlement practices, and 3 of the 6 states provided 
information on the outcomes of complaints related to claims settlement 
practices in 2006. To identify federal requirements that affect oversight of 
claims settlement practices, we reviewed federal laws, regulations, and 
guidance. Finally, in interviews with company officials we asked about 
oversight of claims settlement practices; we also reviewed company 
documents describing claims settlement practices and reporting the 
number of claim denials that were appealed by consumers and overturned 
by the company. We performed our work in accordance with generally 
accepted government auditing standards from September 2007 through 
June 2008. 


Results in Brief 


Many states have made efforts to improve oversight of rate setting 
practices in the LTCI industry, though some consumers remain more likely 
to experience rate increases than others. NAIC estimates that by 2006 
more than half of all states had adopted new rate setting standards that 
were based on amendments to its LTCI model regulation in 2000. States 
that adopted new standards generally moved from a single standard that 
was intended to prevent rates from being set too high to more 
comprehensive standards intended to enhance rate stability and provide 


8 Company financial ratings were conducted by A.M. Best and were effective as of 2006 or 
2007 depending on the company. The ratings are based on a quantitative and qualitative 
evaluation of, for example, a company’s balance sheet strength and operating performance. 
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other protections for consumers. For example, one of the more 
comprehensive standards requires company actuaries to certify that policy 
premium rates are adequate to cover anticipated costs over the life of the 
policy, even under “moderately adverse conditions,” with no future rate 
increases anticipated. Although a growing number of consumers will be 
protected by the more comprehensive standards going forward, as of 2006 
many consumers had policies not protected by these standards, either 
because they live in states that have not adopted the new standards or 
because they bought policies issued prior to implementation of these 
standards. While regulators in most of the 10 states we reviewed told us 
that they think the more comprehensive standards will be effective, they 
recognized that more time is needed to know how well the standards will 
work in stabilizing premium rates. Regulators in the states in our review 
also use other standards or practices to oversee rate setting, several of 
which are intended to help improve rate stability. For example, 1 of the 
states has a standard in place to limit premium increases for policies no 
longer being sold to the prevailing market rates for similar policies. 

Despite state oversight efforts, some consumers remain more likely to 
experience rate increases than others. Specifically, consumers may face 
more risk of a rate increase depending on when they purchased their 
policy, from which company their policy was purchased, and which state 
is reviewing a proposed rate increase on their policy. For example, 
consumers in some states may be more likely to experience rate increases 
than those in other states, because there is variation in the extent to which 
states approve companies’ rate increase requests. 

Regulators in the states in our review oversee claims settlement practices 
by monitoring consumer complaints and conducting examinations of 
company practices in an effort to ensure that companies are complying 
with standards. Claims settlement standards in these states primarily focus 
on timely investigation and payment of claims, as well as prompt 
communication with consumers about claims. However, the standards 
adopted and how states define timeliness vary notably across the states. 
For example, for 9 of 10 states we reviewed that have a requirement to pay 
claims in a timely manner, the definition of timely varies in 7 states from 5 
to 45 days and 2 states do not define timely. This variation may leave 
consumers in some states less protected than others. Regulators from all 
10 states told us that reviewing consumer complaints is one of the primary 
methods for monitoring companies’ compliance with state standards. 
States use complaints to identify trends in companies’ claims settlement 
practices and to assist individual consumers in obtaining payment for 
claims. In addition to monitoring complaints, regulators from all of the 
states we reviewed said that they use market conduct examinations to 
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determine whether companies are complying with claims settlement 
standards. These examinations can result in enforcement actions if the 
regulators identify violations of the standards. Regulators from 7 of the 
states we reviewed reported having one or more examinations under way 
as of March 2008. State regulators in 6 of the 10 states in our review 
reported that their states are also considering additional protections 
related to claims settlement. For example, regulators from 4 states said 
that their states were considering an independent review process for 
consumers appealing claims denials. Such an addition may be useful as 
some regulators said that they lack authority to resolve complaints where, 
for example, the company and consumer disagree on a factual matter, 
such as a consumer’s eligibility for benefits. 

We received comments on a draft of this report from NAIC. NAIC 
compiled and summarized comments from its member states, and NAIC 
officials stated that member states found the report to be an accurate 
reflection of the current LTCI marketplace. However, NAIC officials also 
reported that states were concerned that the report seemed to critique 
certain aspects of state regulation without a balanced discussion and 
seemed to be making an argument for certain reforms. In particular, NAIC 
officials noted that states said the draft report highlighted the differences 
in state regulation of rates and the fact that new regulations are not 
typically made retroactive. NAIC officials also noted that as in every other 
area of state regulation, state laws differ based on markets, consumer 
needs, and political realities. NAIC officials added that state lawmakers 
and regulators must balance many different factors when developing rules 
and one size often does not fit all. Our draft reported differences in states’ 
oversight of rate setting and claims settlement practices without making 
any conclusions or recommendations. We reported both the extent to 
which NAIC model standards have been adopted and other standards and 
practices states have in place. Certain NAIC member states provided 
technical comments, which we incorporated into the report as 
appropriate. 9 


9 NAIC sent the draft report to all of its member states, and seven states provided technical 
comments. The states that provided technical comments were Florida, Louisiana, 
Maryland, Massachusetts, New York, Ohio, and Wisconsin. 
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Background 


Long-term care includes services provided to individuals who have a 
cognitive impairment or who, because of illness or disability, are unable to 
perform certain activities of daily living (ADL) — such as bathing, dressing, 
and eating — for an extended period of time. These services may be 
provided in various settings, such as nursing facilities, an individual’s 
home, or the community. Long-term care can be expensive, especially 
when provided in nursing facilities. In 2006, the average cost of a year of 
nursing facility care in a private room was about $75,000. The average 
hourly rate for a home health aide in that same year was $19; as a result, 

10 hours of such care a week would average close to $10,000 a year. 10 


Long-Term Care Insurance LTCI helps pay for the costs associated with long-term care services. 

Individuals can purchase LTCI policies from insurance companies or 
through employers or other groups. As of 2002, individual policies 
represented approximately 80 percent of the market, with policies 
purchased through employers representing most of the remaining 
20 percent. The average age of consumers purchasing individual policies 
has decreased over time from an average age of 68 in 1990 to 61 in 2005. 
The number of LTCI policies sold has been relatively small — about 
9 million as of the end of 2002, the most recent year of data available — 
with less than 10 percent of people aged 50 and older purchasing LTCI in 
the majority of states. 

Companies generally structure their LTCI policies around certain types of 
benefits and related options. 

• A policy with comprehensive coverage pays for long-term care in nursing 
facilities as well as for care in home and community settings, while other 
policies may only provide coverage for care in one setting. While 
63 percent of policies sold in 1990 covered care in nursing facilities only, 
over time there has been a shift to comprehensive policies, which 
represented 90 percent of policies sold in 2005." 


l0 Metropolitan Life Insurance Company, The MetLife Market Survey of Nursing Home & 
Home Care Costs (Westport, Conn.: Sept 2006). 

"America's Health Insurance Plans, Who Buys Long-Term Care Insurance? A 15-Year 
Study of Buyers and Non-Buyers, 1990-2005 (Washington, D.C.: Apr. 2007). 
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• A daily benefit amount specifies the amount a policy will pay on a daily 
basis toward the cost of care, while a benefit period specifies the overall 
length of time a policy will pay for care. Data on policies sold in 1995, 

2000, and 2005 show that maximum daily benefits range from less than $30 
to well over $100 per day, while benefit periods can range from 1 year to 
lifetime coverage. 1 * 

• A policy’s elimination period establishes the length of time a policyholder 
who has begun to receive long-term care has to wait before his or her 
insurance will begin making payments toward the cost of care. For 
policies sold in 2005, the elimination period was generally from 1 to 

3 months. 13 

• Inflation protection increases the maximum daily benefit amount covered 
by the policy and helps ensure that over time the daily benefit remains 
commensurate with the costs of care. Data from 2005 show that over 
three-quarters of consumers that year chose some form of inflation 
protection, up from less than half in 2000. 14 

To receive benefits claimed under an LTCI policy, the consumer must not 
only obtain the covered services, but must also meet what are commonly 
referred to as benefit triggers. Most policies provide benefits under two 
circumstances (1) the consumer has a specified degree of functional 
disability, that is, he or she cannot perform a certain number of ADLs 
without assistance, or (2) the consumer requires supervision because of a 
cognitive impairment, such as Alzheimer’s. In addition, benefit payments 
do not begin until the policyholder has met the benefit triggers for the 
length of the elimination period, such as 30 or 90 days. 

Determining whether a consumer has met the benefit triggers to begin 
receiving claimed benefits can be complex and companies’ processes for 
doing so vary. Some companies rely on physician notes and claim forms. 
Others use a structured, in-person assessment conducted by a licensed 
health care practitioner, such as a registered nurse. To prove that the care 
received is covered and the consumer meets the eligibility criteria, 
consumers or those acting on their behalf must provide several types of 
documentation, such as a plan of care written by a licensed practitioner 


i2 Ibid. 

l3 Ibid. 

"Ibid. 
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outlining the services that are appropriate and required to address the 
claimant’s conditions and an itemized bill for the care provided. Ensuring 
that services are covered and the consumer is eligible to receive benefits is 
important for LTCI companies, as the average claim amount, for LTCI 
tends to be high given that benefits are for an extended period of time, 
often beyond a year. 

In the event that a consumer’s claim for benefits is denied, the consumer 
generally can appeal to the insurance company to reconsider the 
determination. If the company upholds the determination, the consumer 
can file a complaint with the state insurance department or can seek 
adjudication through the courts. 


Long-Term Care Insurance Many factors affect LTCI premium rates, including the benefits covered 
Premium Rates and the age and health status of the applicant. For example, companies 

typically charge higher premiums for comprehensive coverage as 
compared to policies without such coverage, and consumers pay higher 
premiums the higher the daily benefit amount, the greater the inflation 
protection, and the shorter the elimination period. Similarly, premiums 
typically are more expensive the older the policyholder is at the time of 
purchase. For example, in California, a 55-year-old purchasing one 
company’s 3-year, $100 per day comprehensive coverage policy in 2007 
would pay about $2,200 per year, whereas a 70-year-old purchasing the 
same policy would pay about $3,900 per year. Company assumptions 
about interest rates on invested assets, mortality rates, morbidity rates, 
and lapse rates — the number of people expected to drop their policies 
over time — also affect premium rates. 

A key feature of LTCI is that premium rates are designed — though not 
guaranteed — to remain level over time. Companies calculate premium 
rates to ensure that the total premiums paid by all consumers who bought 
a given policy and the interest earned on invested assets over the lifetime 
of the policy are sufficient to cover costs. While under most states’ laws 
insurance companies cannot increase premiums for a single consumer 
because of individual circumstances, such as age or health, companies can 
increase premiums for entire classes of individuals, such as all consumers 
with the same policy, if new data indicate that expected claims payments 
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will exceed the class’s accumulated premiums and expected investment 
returns. 1 * 

Setting LTGI premium rates at an adequate level to cover future costs has 
been a challenge for some companies. Because LTCI is a relatively new 
product, companies lacked and may continue to lack sufficient data to 
accurately estimate the revenue needed to cover costs. For example, 
according to industry experts, lapse rates, which companies initially based 
on experience with other insurance products, have proven lower than 
companies anticipated in initial pricing, which increased the number of 
people likely to submit claims. As a result, many policies were priced too 
low and subsequently premiums had to be increased, leading some 
consumers to cancel coverage. As companies adjust their pricing 
assumptions, for example, lowering the lapse rates assumed in pricing, 
initial premiums may be higher but the likelihood of future rate increases 
may also be reduced. 


Long-Term Care Insurance Oversight of the LTCI industry is largely the responsibility of states. 

Regulation Through laws and regulations, states establish standards governing LTCI 

and give state insurance departments the authority to enforce those 
standards. Many states’ laws and regulations reflect standards set out in 
model laws and regulations developed by NAIC. These models are 
intended to assist states in formulating their laws and policies to regulate 
insurance, but states can choose to adopt them or not. In 1986 NAIC 
adopted the Long-Term Care Insurance Model Act and subsequently in 
1987 the Long-Term Care Insurance Model Regulation, models which 
suggest the minimum standards states should adopt for regulating LTCI, In 
addition to the LTCI models, other NAIC insurance models, for example, 
the Unfair Life, Accident , and Health Claims Settlement Practices Model 
Regulation, address unfair claims settlement practices across multiple 
lines of insurance, including LTCI. NAIC has revised its models over time 
to address emerging issues in the industry, including revisions made to its 
LTCI model regulation in 2000 designed to improve rate stability. 16 


I5 Stephanie Lewis, John Wilkin, and Mark Merlis, Regulation of Private Long-Term, Care 
Insurance: Implementation Experience and Key Issues (Washington, D.C.: The Henry J. 
Kaiser Family Foundation, 2003). 

16 Rate stability means that, premium rates initially set for an LTCI policy would be sufficient 
to cover costs and would not require increases over the life of the policy. 
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Beyond implementing pertinent laws and regulations, state regulators 
perform a variety of oversight tasks that are intended to protect 
consumers from unfair practices. These activities include reviewing policy 
rates and forms, conducting market conduct examinations, and 
responding to consumer complaints. 

• In reviewing rates and forms, state regulators examine a policy's price, 
terms, and conditions to ensure that they are consistent with state laws 
and regulations. This includes reviewing the company's pricing 
assumptions, such as lapse rates. Some states allow companies to begin 
selling policies before receiving approval for price and policy terms, while 
others require prior approval before policies can be sold . 17 A small number 
of states do not require companies to submit rates for review . 18 

• When conducting a market conduct examination, an examiner visits a 
company to evaluate practices and procedures, such as claims settlement 
practices, and checks those practices and procedures against information 
in the company’s files. 1 * 

• Consumer complaints generally lead states to request information from 
the company in question. The state reviews the company’s response for 
consistency with the policy contract and for violations of insurance laws 
and regulations. 

Although oversight of the LTCI industry is largely the responsibility of 
states, the federal government also plays a role in the oversight of LTCI. 
HIPAA established federal standards that affect the LTCI industry as well 
as consumers purchasing policies by specifying conditions under which 
LTCI benefits and premiums would receive favorable federal income tax 
treatment . 20 Under HIPAA, a tax-qualified policy must cover individuals 


l7 See GAO, Insurance Regulation: Common Standards and Improved Coordination 
Needed to Strengthen Market Regulation, GAO-03-433 (Washington, D.C.: Sept. 2003). 

ls According to a review completed by the Lewin Group for AARP in 2002, two states do not 
have authority to review LTCI rates at all, and three others review initial rates but have no 
authority to review rate increases. The Lewin Group, Long-Term Care Insurance: An 
Assessment of States’ Capacity to Review and Regulate Rates (Washington, D.C.: 

Feb. 2002). 

19 In general, market conduct examinations are either comprehensive, in which regulators 
examine all or most of a company’s operational areas, or targeted, which limits the 
examination to one or a few business areas. 

“Pub. L No. 104-191, §§ 321-327, llOStat 1936, 2054-2067. 
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certified as needing substantial assistance with at least two of the six 
ADLs for at least 90 days due to a loss of functional capacity, having a 
similar level of disability, or requiring substantial supervision because of a 
severe cognitive impairment. Tax-qualified policies under HIPAA must 
also comply with certain provisions of the NAIC LTCI model act and 
regulation in effect as of January 1993. 21 For example, tax-qualified LTCI 
policies must include an offer of inflation protection. The Department of 
the Treasury, specifically IRS, issued regulations in 1998 implementing 
some of the HIPAA standards. Under the law and regulations, a policy is 
tax qualified if it complies with a state law that is the same or more 
stringent than the analogous federal requirement. According to IRS 
officials, the agency generally relies on states to ensure that policies 
marketed as tax qualified meet HIPAA requirements. In 2002, 90 percent of 
LTCI policies sold were marketed as tax qualified. 

The same consumer protections established under HIPAA for tax-qualified 
policies were included in DRA for Partnership policies. However, DRA 
provides for certain additional consumer protections to be included in 
Partnership policies. For example, states establishing Partnership 
programs must ensure that issuers of Partnership policies develop and use 
suitability standards consistent with the NAIC models. These standards 
are intended to determine whether LTCI is appropriate for each consumer 
considering purchasing a policy. 22 Although CMS is responsible for 
approving the amendments to states’ Medicaid plans required to 
implement long-term care Partnership programs, state insurance 
departments are responsible for certifying that Partnership policies 
comply with DRA standards. 23 As of February 2008, 18 states had received 
CMS approval to begin Partnership programs subject to DRA standards, of 


“Since 1993, NAIC has made several changes to its model act and regulation, including 
adding consumer protection standards related to rate setting. These additional protections 
are not required under HIPAA. 

“DRA requires that Partnership policies meet a number of provisions from the NAIC LTCI 
models adopted in 2000. If NAIC revises or updates the specified provisions of the models 
or any other related provisions, DRA requires the Department of Health and Human 
Services to consider incorporating such changes into the requirements for Partnership 
policies. 

“CMS is the agency within the Department of Health and Human Services responsible for 
administering the Medicaid program, including approving states’ Medicaid plans. To 
implement a Partnership program, a state must include it in its state plan, which can be 
amended with CMS’s approval. 
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which 8 had begun certifying policies. 24 Partnership policies must also 
comply with state laws and regulations. States are responsible for 
reviewing Partnership policy forms and rates and overseeing claims 
settlement practices for companies that issue these policies. 

In addition to the responsibilities of CMS and IRS in the federal 
government, OPM has oversight responsibility for the FLTC1P. As of March 
2008, the federal program included nearly 220,000 enrollees. The 
contractor that administers the program must comply with provisions of 
the 2000 version of the NAIC LTCI models, such as the requirement that 
consumers be offered certain options in the event of a large rate increase. 
Policies sold under the federal program are not required to meet state 
insurance laws and regulations. 


States Have Made 
Efforts to Improve 
Oversight of Rate 
Setting, Though Some 
Consumers Remain 
More Likely to 
Experience Rate 
Increases Than 
Others 


In recent years, many states have made efforts to improve oversight of rate 
setting, though some consumers remain more likely to experience rate 
increases than others. Since 2000, NAIC estimates that more than half of 
all states have adopted new rate setting standards. States that adopted 
new standards generally moved from a single standard focused on 
ensuring that rates were not set too high to more comprehensive 
standards designed primarily to enhance rate stability and provide 
increased protections for consumers. The more comprehensive standards 
were based on changes made to NAIC’s LTCI model regulation in 2000. 
While regulators in most of the 10 states we reviewed told us that they 
expect these more comprehensive standards will be successful, they noted 
that more time is needed to know how well the standards will work. 
Regulators from the states in our review also use other standards or 
practices to oversee rate setting, several of which are intended to keep 
premium rates more stable. Despite states implementing more 
comprehensive standards and using other oversight efforts intended to 
enhance rate stability, some consumers may remain more likely to 
experience rate increases than others. Specifically, consumers may face 
more risk of a rate increase depending on when they purchased their 
policy, from which company their policy was purchased, and which state 
is reviewing a proposed rate increase on their policy. 


^An additional four states had active Partnership programs prior to passage of DRA and 
are not subject to its consumer protections. However, DRA required these four states to 
maintain consumer protections that are no less stringent than those that applied in their 
Partnership programs as of December 31, 2005. 
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Many States Adopted More 
Comprehensive Rate 
Setting Standards since 
2000, but It Is Too Soon to 
Determine the 
Effectiveness of the 
Standards 


Since 2000, NAIC estimates that more than half of states nationwide have 
adopted new rate setting standards for LTCI. States that adopted new 
standards generally moved from the use of a angle standard designed to 
ensure that premiums were not set too high to the use of more 
comprehensive standards designed to enhance rate stability and provide 
other protections for consumers. Prior to 2000, most states used a single, 
numerical standard when reviewing premium rates. This standard-called 
the loss ratio — was included in NAIC’s LTCI model regulation. Specifically, 
NAIC’s pre-2000 model stated that insurance companies must demonstrate 
an expected loss ratio of at least 60 percent when setting premium rates, 
meaning that the companies could be expected to spend a minimum of 
60 percent of the premium on paying claims. For all policies where initial 
rates were subject to this loss ratio standard, proposed rate increases are 
subject to the same standard. 


While the loss ratio standard was designed to ensure that premium rates 
were not set too high in relation to expected claims costs, over time NAIC 
identified two key weaknesses in the standard. First, the standard does not 
prevent premium rates from being set too low to cover the costs of claims 
over the life of the policy. Second, the standard provides no disincentive 
for companies to raise rates, and leaves room for companies to gain 
financially from premium increases. In identifying these two weaknesses, 
NAIC noted that there have been cases where, under the loss ratio, initial 
premium rates proved inadequate, resulting in large rate increases and 
significant loss of LTCI coverage from consumers allowing their policies to 
lapse. 2 * 


To address the weaknesses in the loss ratio standard as well as to respond 
to the growing number of premium increases occurring for LTCI policies, 
NAIC developed new, more comprehensive model rate setting standards in 
2000. These more comprehensive standards were designed to accomplish 
several goals, including improving rate stability. Among other things, the 
standards established more rigorous requirements companies must meet 
when setting initial LTCI rates and rate increases. For example, instead of 
a loss ratio requirement to demonstrate that a proposed premium is not 
too high, the standards require company actuaries to certify that a 
premium is adequate to cover anticipated costs over the life of a policy, 
even under “moderately adverse conditions,” with no future rate increases 


“if consumers lapse their policies, they may find it difficult to purchase a new policy, 
because the cost of purchasing LTCI increases as people age. 
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anticipated. Moderately adverse conditions could include, for example, 
below average returns on invested assets. To fulfill this requirement, 
company actuaries must include a margin for error in their pricing 
assumptions .* Several regulators told us that allowing a margin for error 
may result in higher, but more stable, premium rates over the long term. In 
addition, while the more comprehensive standards no longer require 
companies to meet a loss ratio for initial premium rates, they establish a 
more stringent loss ratio — 85 percent — for companies to meet when 
proposing premium increases. According to NAIC, this new loss ratio is 
intended to limit the financial benefits companies may gain from a rate 
increase. 27 

In addition to improving rate stability, the more comprehensive standards 
were also designed to inform consumers about the potential for rate 
increases and provide protections for consumers facing rate increases. To 
inform consumers about the potential for LTCI rate increases, the more 
comprehensive standards include, for example, a requirement for 
companies to disclose past rate increases to consumers applying for LTCI 
coverage. The standards also establish some additional protections for 
consumers facing rate increases, including providing certain consumers 
with the option of reducing their benefits. Table 1 describes selected rate 
setting standards added to NAIC’s LTCI model regulation in 2000 and the 
purpose of each standard in more detail. 


“There is no standard definition of "moderately adverse conditions;” rather the actuary 
must determine for each policy filing the appropriate margin for error for the assumptions 
used to calculate the price. For more information, see National Association of Insurance 
Commissioners, NAIC Guidance Mamialfor Rating Aspects of the Long-Term Care 
Insurance Model Regulation (Kansas City, Mo.: Mar. 11, 2005). 

^Specifically, NAIC noted that whereas under the old loss ratio standard 60 percent of the 
increased premium amount must be spent on claims and up to 40 percent of the increased 
amount could be allocated to company administrative expenses and profit, under the new 
standards the amount of the increase allocated to administrative expenses and profit drops 
to 15 percent. 
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Table 1: Selected Rate Setting Standards Added to NAIC’s LTCI Model Regulation in 2000 

Standard 

Description 

Purpose of standard 

Actuarial 
certification for 
initial premium rates 
and rate increases 

When setting initial premium rates, companies are required 
to submit to state insurance departments a statement by a 
company actuary certifying that the initial rate is sufficient to 
cover anticipated costs over the life of a policy, even under 
“moderately adverse conditions,” with no future rate 
increases anticipated. When notifying state insurance 
departments of a rate increase, companies must submit a 
similar certification. However, if it becomes clear that a 
company is consistently filing inadequate initial rates 
(presumably based on a pattern of rate increases), state 
insurance departments may prohibit or limit the company 
from issuing certain new policies in the state. 

To reduce the potential for rate increases by 
requiring a margin for error in pricing 
assumptions. Regulators from four states told us 
that this standard requires companies to make 
more conservative pricing assumptions, which, 
while increasing premium rates for consumers, 
decreases the likelihood of future rate increases. 
One company told us that with the advent of the 
more comprehensive standards, average initial 
premium rates went up 1 1 percent. 

Higher loss ratio 
standard for rate 
increases 

When notifying state insurance departments of a premium 
rate increase, companies are required to demonstrate an 
expected loss ratio of at least 58 percent for revenue 
associated with the original premium rate and 85 percent for 
revenue associated with the increase. In other words, 
companies are required to demonstrate that claims costs 
can be expected to equal or exceed the sum of 58 percent of 
the initial premium and 85 percent of the increase amount. 

To decrease the financial benefit of a rate 
increase. Regulators from two states told us that 
this standard could act as a disincentive for 
companies to raise rates. 

Enhanced reporting 
requirements after a 
rate increase 

For at least 3 years after implementing a rate increase, 
companies are required to report data on premiums earned 
and claims incurred to the state insurance department. If 
these data show that actual experience does not match what 
companies projected in justifying the rate increase, state 
insurance departments can require companies to reduce this 
difference by, among other things, lowering premium rates. 

To increase regulatory oversight once a rate 
increase is approved. 

Disclosure of the 
potential for rate 
increases to 
consumers 

At the time of application, companies are required to include 
in their disclosures to consumers (1) that premium rates may 
increase in the future and (2) all rate increases implemented 
on the policy or similar policies in any state for the preceding 
10 years. 

To provide consumers with adequate information 
about the potential for premium rate increases. 
Further, as disclosing rate increases to 
consumers could be damaging to a company 
from a marketing perspective, this particular 
standard may discourage companies from raising 
premium rates. 

Protections for 
consumers facing 
rate increases 

If the cumulative size of a rate increase meets a certain 
threshold that varies based on a consumer’s age and if a 
consumer lapses his or her policy within 120 days of the 
date the increased premium was due, companies are 
required to offer the consumer the option to (1) keep their 
original premium rate by reducing policy benefits or (2) stop 
paying premiums, but receive benefits for a shorter period of 
time than was originally covered. Also, under certain 
circumstances, the state insurance department may require 
companies to offer consumers, without underwriting, a 
comparable replacement policy. 

To give consumers recourse in the event that rate 
increases occur. 


Source: GAO analysis ot NAIC's LTCt model regulation, NAIC guidance on me mode) regulation, and statements from state regulators. 
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Although a growing number of consumers will be protected by the more 
comprehensive standards going forward, as of 2006 many consumers had 
policies that were not protected by these standards. Following the 
revisions to NAIC’s LTCI model in 2000, many states began to replace their 
loss ratio standard with more comprehensive rate setting standards based 
on NAIC’s changes. NAIC estimates that by 2006 more than half of states 
nationwide had adopted the more comprehensive standards. 28 However, 
many consumers have policies not protected by the more comprehensive 
standards, either because they live in states that have not adopted these 
standards or because they bought policies issued prior to implementation 
of these standards. 29 For example, as of December 2006, according to our 
analysis of NAIC and industry information, at least 30 percent of policies 
in force were issued in states that had not adopted the more 
comprehensive rate setting standards. Further, in states that have adopted 
the more comprehensive standards, many policies in force were likely to 
have been issued before states began adopting these standards in the early 
2000s. 30 The extent to which more states will adopt the more 
comprehensive standards is unclear. We found that of the 2 states in our 
10'State review that had not adopted these standards as of January 2008, 

1 state planned to adopt the standards. A regulator from the other state 
told us that the state had chosen not to adopt the standards, at least in part 
because its regulatory environment is already sufficiently rigorous. 31 

In states that have not adopted the more comprehensive standards for 
LTCI policies generally, federal standards for state Partnership programs 
provide additional protections for consumers purchasing Partnership 


28 This estimate is based on an NAIC review of state laws and regulations completed in 2006. 

29 States generally adopted the more comprehensive standards on a going-forward basis, 
meaning that consumers with policies issued prior to implementation are still subject to the 
loss ratio standard. 

30 However, data on the number of policies in force did not allow us to determine the 
precise number of consumers not protected by the more comprehensive rate settings 
standards. 

3I Officials from this state reported that the state insurance department has actuaries 
perform stringent reviews of materials submitted by insurance companies so that the 
department can reach independent conclusions about the appropriateness of proposed 
rates and rate increases. Specifically, the officials reported that the expertise of department 
actuaries means that they already include a margin of error in the pricing assumptions they 
use to review rates. The state officials also reported that department actuaries have asked 
companies to raise initial premium rates if they determined that the proposed rates were 
not self-supporting. 
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policies in these states. In expanding authorization for Partnership 
programs, DRA required that Partnership policies adhere to certain of the 
rate setting standards added to NAIC’s LTCI model regulation in 2000, 
such as disclosure of past rate increases to consumers applying for 
coverage. 32 Other standards, such as actuarial certification, were not 
required. As of February 2008, CMS reported that 24 states either had an 
approved Partnership program subject to DRA standards or a request to 
implement one pending. Of these 24 states, 7 had not implemented at least 
one of the more comprehensive rate setting standards required by DRA. 

Regulators from most of the states in our review said that they expect the 
rate setting standards added to NAIC’s model regulation in 2000 will 
improve rate stability and provide increased protections for consumers, 
though regulators also recognized that it is too soon to determine the 
effectiveness of the standards. Of the states in our review, regulators in all 
but one of the eight states that had adopted the more comprehensive 
standards told us that the standards would likely be successful. For 
example, regulators from one state emphasized that a significant amount 
of collaboration between regulators, insurance companies, and consumer 
advocates went into development of the standards. However, regulators in 
these eight states also said that not enough time has passed since 
implementation to know how well these standards will work, particularly 
in stabilizing LTCI rates. Some regulators explained that it might be as 
much as a decade before they are able to assess the effectiveness of these 
standards. Regulators from one state explained that rate increases on LTCI 
policies sold in the 1980s did not begin until the late 1990s, when 
consumers began claiming benefits and companies were faced with the 
costs of paying their claims. Further, though the more comprehensive 
standards aim to enhance rate stability, LTCI is still a relatively young 
product, and initial rates continue to be based on assumptions that may 
eventually require revision. For example, several company officials told us 
that estimates of lapse rates and other LTCI pricing assumptions have 
become more reliable over time. However, officials from some companies 
also told us that companies still face uncertainties in pricing LTCI, 
including forecasting investment returns and predicting the cost of long- 
term care in a delivery system that continues to evolve. 


32 HIPAA standards for tax-qualified policies do not include the more comprehensive rate 
setting standards added to NAIC’s LTCI model regulation in 2000. 
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State Regulators Use Other 
Standards or Practices to 
Oversee Rate Setting 


In addition to standards to enhance the reliability of data used to set rates, 
some states in our review have standards that limit the extent to which 
LTCI rates can increase. For example, one of the states we reviewed has a 
standard in place to cap premium rates at prevailing market rates for 
policies no longer being sold. Regulators from this state explained that 
capping premium rates on these policies sets an upper limit that 
companies can charge when requesting a rate increase. Regulators from 
another state told us that they have authority to fine companies for 
instituting cumulative rate increases that exceed a certain cap. Officials 
from one company confirmed that some states have standards to cap 
premium increase amounts. 

Beyond implementing rate setting standards, regulators from all 10 states 
in our review use their authority to review rates to reduce the size of rate 
increases or to phase in rate increases over multiple years. For example, 
state regulators told us that they may require companies to implement 
smaller increases than requested or negotiate with companies to reach an 
agreement on a smaller increase. 33 In addition to working to reduce the 
size of the increases, regulators from some states said that to mitigate the 
effect of rate increases on consumers they may suggest that a company 
phase the increase in over multiple years. However, this approach only 


State regulators from the 10 states in our review use other standards — 
beyond those included in NAIC’s LTCI model regulation — or practices to 
oversee rate setting, including several that are intended to enhance rate 
stability. Regulators from 3 of the states in our review told us that their 
state has standards intended to enhance the reliability of data used to 
justify rate increases. For example, 1 state has a standard that requires 
companies to justify rate increases using data combined or "pooled” from 
all policies that offer similar benefits — including data on the premium 
revenues and claims costs associated with these policies — rather than 
using only the data on the policy subject to the increase. The regulators 
from this state explained that such a standard improves reliability by 
normalizing data so that, for example, newer, more adequately priced 
policies offset older, underpriced policies. Regulators from 2 states in our 
review also told us that these standards are among their states’ most 
effective tools for improving rate stability. 


^Regulators from one state said that of the 16 rate increase requests they received in 2006, 
15 were negotiated to a lower percentage than what the company originally proposed 
(ranging from 2 to 15 percentage points lower). 
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provides consumers with short-term relief. 34 While state regulators work to 
reduce the effect of rate increases on consumers, regulators from six 
states explained that increases can be necessary to maintain companies’ 
financial solvency. 


Some Consumers May 
Remain More Likely to 
Experience Rate Increases 
Than Others 


Although some states are working to improve oversight of rate setting and 
to help ensure LTCI rate stability by adopting the more comprehensive 
standards and through other efforts, there are other reasons why some 
consumers may remain more likely to experience rate increases than 
others. In particular, consumers who purchased policies when there were 
more limited data available to inform pricing assumptions may continue to 
experience rate increases. Regulators from seven states in our review told 
us that rate increases are mainly affecting consumers with older policies. 
For example, regulators from one state told us that there are not as many 
rate increases proposed for policies issued after the mid-1990s. Regulators 
in five states explained that incorrect pricing assumptions on older 
policies are largely responsible for rate increases. Specifically, regulators 
explained that inaccurate assumptions about the number of consumers 
who would allow their policies to lapse led to rate increases. Officials from 
more than one company confirmed that mistakes in pricing older LTCI 
policies, including overestimating lapse rates, have played a significant 
role in the rate increases that have occurred. However, officials from one 
company told us that there are now more data available, including claims 
data compiled by the industry, increasing the company’s confidence in 
pricing LTCI. 


Consumers’ likelihood of experiencing a rate increase also may depend on 
the company from which they bought their policy. In our review of 
national data on rate increases by four judgmentally selected companies 
that together represented 36 percent of the LTCI market in 2006, we found 
variation in the extent to which they have implemented increases. For 
example, one company that has been selling LTCI for 30 years has 
increased rates on multiple policies since 1995, with many of the increases 
ranging from 30 to 50 percent. Another company that has been in the 


34 While a phase-in may provide consumers with short-term relief from the rate increase, 
over time it may not provide a net financial benefit for consumers in terms of total 
premiums paid. For example, officials from one company told us that, if a state was 
proposing to phase in a 12 percent increase, the company would have to implement a 
cumulative increase of more than 12 percent to account for the loss of needed premiums in 
the early years of the phase-in. 
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market since the mid-1980s has increased rates on multiple policies since 
1991, with increases approved on one policy totaling 70 percent. In 
contrast, officials from a third company that has been selling LTCI since 
1975 told us that the company was implementing its first increase as of 
February 2008. The company reported that this increase, affecting a 
number of policies, will range from a more modest 8 to 12 percent. 35 
Another company that also instituted only one rate increase explained that 
in cases where initial pricing assumptions were wrong, the company has 
been willing to accept lower profit margins rather than increase rates. 
While past rate increases do not necessarily increase the likelihood of 
future rate increases, they do provide consumers with information on a 
company’s record in having stable premiums. 

Finally, consumers in some states may be more likely to experience rate 
increases than those in other states, which company officials noted may 
raise equity concerns. Of the six companies we spoke with, officials from 
every company that has instituted a rate increase told us that there is 
variation in the extent to which states approve proposed rate increases. 
For example, officials from one company told us that when requesting rate 
increases they have seen some states deny a request and other states 
approve an 80 percent increase on the same rate request with the same 
data supporting it. Officials from another company told us that if they filed 
for a 25 percent increase in all states, they would expect to have varying 
amounts approved and have some states deny the proposed increase. 38 
Officials from two companies noted that such differences across states 
raises an equity issue for consumers. While some company officials told us 
that initial LTCI premiums are largely the same across states, 37 variation in 
state approval of rate increases may mean that consumers with the same 
LTCI policy could face very different premium rates depending on where 
they live. Though some consumers may face higher increases than others, 
company officials also told us that they provide options to all consumers 
facing a rate increase, such as the option to reduce their benefits to avoid 
ail or part of a rate increase. 


35 Company officials told us that this increase will affect nearly a half million consumers. 

3S Company officials noted that one reason for this variation may be that some states have 
more capacity to review rate increases than other states. 

37 Company officials told us that differences in the initial pricing of LTCI across states are 
limited and primarily occur in states that mandate policies to include certain benefits. 
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Our review of data on state approvals of rate increases requested by one 
LTCI company operating nationwide also indicated that consumers in 
some states may be more likely to experience rate increases. 38 Specifically, 
since 1995 one company has requested over 30 increases, each of which 
affected consumers in 30 or more states. While the majority of states 
approved the full amounts requested in these cases, there was notable 
variation across states in 18 of the 20 cases in which the request was for an 
increase of over 15 percent. 39 For example, for one policy, the company 
requested a 50 percent increase in 46 states, including the District of 
Columbia- Of those 46 states, over one quarter (14 states) either did not 
did not approve the rate increase request (2 states) or approved less than 
the 50 percent requested (12 states), with amounts approved ranging from 
15 to 45 percent. The remaining 32 states approved the full amount 
requested, though at least 4 of these states phased in the amount by 
approving smaller rate increases over 2 years. (See fig. 1.) 


3S These data include at least one state, Louisiana where officials reported that, for at least 
part of the time period included in our review, the state required companies to file notice of 
rate increases, but did not have the authority to approve or deny the increases. 

Additionally, according to a report completed by the Lewin Group in 2002, four other states 
do not require companies to file notice of rate increases at all. 

39 For smaller increases (15 percent and below) almost all states approved the full amount 
requested. 
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j j Rate increase approved in year 1 
HI Rale increase approved in year 2 

Source; GAO analysis ot company reported rate increase data collected by the California Department ot Insurance. 


Notes: Connecticut and the District ot Columbia did not approve the proposed rate increase. 

Data are based on company reports to the California Department of Insurance. However, in providing 
technical comments on a draft of this report, the Massachusetts Division of Insurance reported that 
the Division required the company to phase in the.50 percent increase over multiple years with 
increases not exceeding 20 percent in any one year. 


Variation in state approval of rate increase requests may have significant 
implications for consumers. In the above example, if the initial, annual 
premium for the policy was, for example, $2,000, consumers would see 
their annual premium rise by $1,000 in Colorado, a state that approved the 
full increase requested; increase by only $300 in New York, where a 
15 percent increase was approved; and stay level in Connecticut, where 
the increase was not approved/ 0 While a smaller number of states 
approved a lesser amount of the rate increase than requested compared to 
the 32 states that approved the full increase, 3 of the states approving 


40 Data on actual premium rates before and after the increase cited in fig. 1 were not 
included in the rate increase data maintained by the California Department of Insurance. 
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lesser amounts cumulatively represented nearly 20 percent of all active 
LTCI policies in 2006. To the extent that states with a large share of the 
LTCI market regularly approve lower rate increases than the amounts 
requested, more LTCI consumers could experience smaller rate increases. 
Although state regulators in our 10-state review told us that most rate 
increases have occurred for policies subject to the loss ratio standard, 
variation in state approval of proposed rate increases may continue for 
policies protected by the more comprehensive standards. States may 
implement the standards differently, and other oversight efforts, such as 
the extent to which states work with companies, also affect approval of 
increases. 


States in Our Review 
Oversee Claims 
Settlement Practices 
Using Consumer 
Complaints and 
Examinations, and 
Several States Are 
Considering 
Additional 
Protections 


States in our review oversee claims settlement practices by monitoring 
consumer complaints and conducting market conduct examinations in an 
effort to ensure that companies are complying with claims settlement 
standards. Claims settlement standards in these states largely focus on 
timeliness, but there is notable variation in which standards states adopted 
and how states define timeliness. To identify violations of these standards, 
regulators from all 10 states in our review told us that they review 
consumer complaints and conduct examinations of companies’ claims 
settlement practices, with regulators from 7 states reporting one or more 
examinations under way as of March 2008. State regulators in several 
states told us that they are considering additional protections related to 
claims settlement, with some states awaiting the outcomes of ongoing 
examinations to determine what additions may be necessary. For example, 
regulators from 4 states told us that their state is considering an 
independent review process for consumer appeals of claims denials. 


States’ Claims Settlement 
Standards Largely Focus 
on Ensuring Timely 
Practices, Though States 
Differ in Specific 
Standards Adopted and in 
Definitions of Timeliness 


The 10 states in our review have standards established by law and 
regulations for governing claims settlement practices. The msyority of the 
standards, some of which apply specifically to LTCI and others that apply 
more broadly to various insurance products are designed to ensure that 
claims settlement practices are conducted in a timely manner. Specifically, 
the standards are designed to ensure the timely investigation and payment 
of claims and prompt communication with consumers about claims. In 
addition to these timeliness standards, states have established other 
standards, such as requirements for how companies are to make benefit 
determinations. 
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While the 10 states we reviewed all have standards governing claims 
settlement practices, the states vary in the specific standards they have 
adopted as well as in how they define timeliness. For example, 1 state 
does not have a standard that requires companies to pay claims in a timely 
manner. For the 9 states that do have a standard, the definition of "timely” 
the states use varies notably — from 5 days to 45 days, with 2 states not 
specifying a time frame. In addition, 2 of 10 states do not require 
companies to provide explanation of delays in resolving claims, and the 
8 that do require companies to explain delays vary in how many days the 
state allows delays to go unexplained. Federal laws governing tax-qualified 
and Partnership policies do not address the timely investigation and 
payment of claims or prompt communication with consumers about 
claims. The absence of certain standards and the variation in states’ 
definitions of “timely” may leave consumers in some states less protected 
from, for example, delays in payment than consumers in other states. (See 
table 2 for key claims settlement standards adopted by the 10 states in our 
review and examples of the variation in standards.) 
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Table 2: Claims Settlement Standards in Place in the 10 States in GAO’s Review 


Included in 
Number of NAIC LTCI 



states 

models 

Examples of variation in standard 

Standards around timeliness 

Timely communication with consumers about claims 
issues 

10* 


State definitions of "timely" specified either 10 
or 15 days and 5 states did riot define ‘‘timely" 

Affirm or deny liability on a claim within a reasonable 
amount of time 

10* 


State definitions of “reasonable" varied from 1 5 
to 40 days, and 6 states did not define 
“reasonable” 

Timely investigation by companies of a claim 

9* 


State definitions of “timely" specified either 15 
or 30 days, and 5 states did not define "timely” 

Timely payment of a claim 

9* 


State definitions of "timely” varied from 5 to 45 
days, and 2 states did not define “timely" 

Provide consumers with necessary claims forms and 
instructions within a certain number of days after 
receiving notification of a claim 

9* 


State standards specified either 10 or 15 days, 
and 1 state did not specify number of days 

Provide a written explanation of a claim denial within 
a reasonable period of time 

8* 

✓ 

State definitions of “reasonable" varied from 40 
to 60 days, and 2 states did not define 
"reasonable" 

Provide a reasonable written explanation of delay 
when a claim remains unresolved a certain number 
of days after receiving proof of loss 

8 


State standards varied in how much time can 
elapse before such notification is required from 
15to45 days 

Other standards 

Provide for a licensed or certified professional, such 
as a physician or social worker, to assess functional 
ability or cognitive impairment in making benefit 
determinations 

10 

✓ 

No significant variation in standard among 
states 

Provide a description of the process for appealing 
claims in the policy language 

9 

✓ 

No significant variation in standard among 
states 


Source: GAO review of stale laws and regulations conducted from September 21X17 through May 2008 and verified by states. 

Note: The standards in this table are not intended to constitute a comprehensive list of all claims 
settlement standards affecting LTCI oversight. 

‘This standard is an explicit requirement in some states, while in other states it is encompassed in the 
definition of unfair claims settlement practices. 

Given state variation, officials from four companies, which together 
represented 26 percent of the LTCI market in 2006, told us that they tailor 
their claims settlement practices nationwide to adhere to the most 
rigorous state standards. For example, officials from one company noted 
that they have adopted nationwide the most stringent state standard for 
timely payment of claims. Several officials added that they monitor 
changes in state standards in order to adjust their claims settlement 
practices. By tailoring their practices to adhere to the most rigorous state 
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standards, companies may provide more uniform protection for 
consumers than would be provided under varying state standards. 


States in Our Review 
Monitor Companies’ 
Compliance with Claims 
Settlement Standards 
Primarily through 
Consumer Complaints and 
Examinations 


The states in our review primarily use two ways to monitor companies’ 
compliance with claims settlement standards (1) reviewing consumer 
complaints and (2) conducting market conduct examinations. The first 
way the states monitor compliance is by reviewing consumer complaints 
on a case-by-case basis and in the aggregate to identify trends in company 
practices. Regulators in all 10 of the states we reviewed said that 
monitoring LTCI complaints is one of the primary methods for overseeing 
compliance with claims settlement standards. 41 When responding to 
complaints on a case-by-case basis, regulators in some states told us that 
they determine whether they can work with the consumer and the 
company to resolve the complaint or determine whether there has been a 
violation of claims settlement standards that requires further action. State 
regulators frequently resolve individual complaints by assisting consumers 
in obtaining payment. Regulators from 6 states told us that in response to 
complaints related to LTCI claims, state staff works with the company in 
question, for example, to determine if the consumer needs to provide 
additional documentation for a claim to be paid. In reviewing information 
on complaints related to LTCI from 3 states, we found that in 2006, about 
50 percent of the 1 16 complaints related to either delays or denials 
eventually resulted in consumers receiving payment, with amounts in 1 
state ranging from $954 to $29,910 per complaint. 42 Regulators in some 
states also resolve consumer complaints by providing explanation to 
consumers or their family members for why a claim was denied. 

Regulators from 6 states told us that consumers sometimes do not 
understand or are not aware of the terms of their policies. For example, 
although most policies include an elimination period, state regulators in 1 
state noted that consumers often do not understand it and submit claims 
for services received during this period, which are subsequently denied by 
the company. 


41 Across five states that provided complaint data from 2001 through 2007, 44 percent of 
consumer complaints were related to claims settlement issues in 2007. 

42 Not all states’ information on complaints linked the reason for the complaint with the 
outcome of it 
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Regulators from four states also told us that they regularly review 
complaint data to identify trends in company practices over time or across 
companies, including practices that may violate claims settlement 
standards. Three of these states review these data as part of broader 
analyses of the LTCI market during which they also review, for example, 
financial data and information on companies’ claims settlement practices. 
However, regulators in three states noted that a challenge in using 
complaint data to identify trends is the small number of LTCI consumer 
complaints that their state receives. For example, information on 
complaints provided by one state shows that the state received only 54 
LTCI complaints in 2007, and only 20 were related to claims settlement 
issues. State regulators told us that they expect the number of complaints 
to increase in the future as more consumers begin claiming benefits. 43 In 
our review of complaint information from five states, we did not find that 
an upward trend in the number of complaints has begun, though the 
information indicates that the proportion of complaints related to claims 
settlement issues has increased over time. Specifically, we found that from 
2001 to 2007, the percentage of all complaints about LTCI that were 
related to claims settlement issues increased from about 25 percent (215 
of 846) to 44 percent (318 of 721) (see table 3). 


Table 3: LTCI Complaints Related to Claims Settlement Issues Reported by Five 

State Departments of Insurance 


2001 

2002 

2003 

2004 

2005 

2006 

2007 

Number of LTCI complaints 
related to claims settlement issues 

215 

323 

305 

360 

398 

300 

318 

Total number of LTCI complaints 

846 

1305 

1006 

1043 

982 

716 

721 

Percentage of LTCI complaints 
related to claims settlement issues 

25.4 

24.8 

30.3 

34.5 

40.5 

41.9 

44.1 


Sourcs: GAO analysis of complaint infwmation from live state departments ot insurance. 


43 Data on individual policies collected by NAIC from 23 companies that made up 78 percent 
of the LTCI market show that from 2004 to 2006 the total number of complaints related to 
LTCI reported to companies increased about 123 percent (from 1,785 to 3,983), with 
complaints specifically about claims issues increasing about 175 percent (from 708 to 
1,945). However, the number of complaints reported to state departments of insurance 
fluctuated during the same time period— from 2,306 in 2004, to 2,938 in 2005, to 2,377 in 
2006. For more information, see National Association of Insurance Commissioners, Long 
Term Care Data Call & Analysis Report (Kansas City, Mo.: May 2008) 
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In addition to consumer complaints, the second way that states monitor 
company compliance with claims settlement standards is using market 
conduct examinations. These examinations may be regularly scheduled or, 
if regulators find patterns in consumer complaints about a company, they 
may initiate an examination, which generally includes a review of the 
company’s files for evidence of violations of claims settlement standards. 
For example, one state initiated an examination of a company’s consumer 
complaint files for 2005 through 2007 on the basis of three LTCI 
complaints made to the state. These complaints indicated a number of 
potential problems with the company’s claims settlement practices, 
including delays in payment and improper claims denials. Some states also 
coordinate market conduct examinations with other states — efforts 
known as multistate examinations — during which all participating states 
examine the claims settlement practices of designated companies. If state 
regulators identify violations of claims settlement standards during market 
conduct examinations, they may take enforcement actions, such as 
imposing fines or suspending the company’s license. As of March 2008, 4 
of 10 states in our review reported taking enforcement actions against 
LTCI companies for violating claims settlement standards. 44 Regulators 
from one state, for example, told us that they fined one company $100,000 
for failure to promptly and properly pay LTCI claims. 

As of March 2008, regulators from 7 of the 10 states reported having 
ongoing examinations into companies’ claims settlement practices. 
Specifically, regulators from 2 states reported having an ongoing 
examination focused on a company’s practices in their state, regulators 
from 2 states reported participating in ongoing multistate examinations, 
and regulators from 3 states reported having both types of examinations 
under way. 46 In addition to ongoing examinations, regulators in 1 state told 
us that the state is analyzing trends in claims settlement practices among 
the 14 companies with the largest LTCI market share in the state. If 
concerns are identified, regulators told us that this analysis may lead to a 
market conduct examination. Company officials that we spoke with noted 


44 Some states may not have taken enforcement actions related to claims settlement 
practices as a result of several factors discussed by state regulators, including regulators 
proactively identifying problematic practices and an insufficient number of consumer 
complaints to establish that a company’s action in one or more cases represents a general 
business practice. 

45 A multistate examination coordinated through NAIC in 2007 focused on a company’s 
complaint and claims handling practices and resulted in fines, restitution, and a 
requirement for the company to improve its claims administration procedures. 
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that states have increased their scrutiny of claims settlement practices 
since mid-2007, after media reports of consumers experiencing problems 
receiving payments for claims. 46 Officials in four companies we 
interviewed told us that their company had received requests for 
information about company claims settlement practices from several 
states. In addition, officials from three companies noted that states are 
examining companies’ claims settlement practices in more detail than they 
had previously. For example, officials from one company said that the 
rigor of states’ market conduct examinations has increased, both in terms 
of the number of case files state regulators examine and in terms of the 
scope of the information that regulators collect. 


Several States Are 
Considering Additional 
Protections Related to 
Claims Settlement 


Regulators from six of the states in our review reported that their state is 
considering or may consider adopting additional consumer protections 
related to claims settlement, such as additional standards. Of these six 
states, four have completed or expect to complete in-depth reviews of 
LTCI in their states, and two of the completed reviews have resulted in 
recommendations for additional claims settlement standards. For 
example, a report completed by Iowa in 2007 included a recommendation 
for adopting a standard requiring timely payment of claims by companies 
selling LTCI policies. 47 As of March 2008, regulators from two of the six 
states told us that they were awaiting the results of ongoing NAIC data 
collection efforts 48 or ongoing market conduct examinations before 
considering specific protections. 

The additional protection most frequently considered by the state 
regulators we interviewed is the inclusion of an independent review 
process for consumers appealing LTCI claims denials. Regulators from 
four of the states in our review told us that their states were considering 
establishing a means for consumers to have their claims issues reviewed 
by a third party independent from their insurance company without having 
to engage in legal action. Further, a group of representatives from NAIC 


46 See, for example, Charles Duhigg, "Aged, Frail and Denied Care by Their Insurers," The 
New York Times, March 26, 2007. 

47 lowa Insurance Division, Long-Term. Care Insurance Study: A Report to the Governor 
and Lt. Governor (Des Moines, Iowa: Sept. 2007). 

49 0n behalf of NAIC, certain states requested data from companies, such as data on 
consumer complaints and claims paid and denied, to provide all state regulators with 
information to identify trends in recent LTCI activity that may need further investigation. 
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member states was formed in March 2008 to consider whether to 
recommend developing provisions to include an independent review 
process in the NAIC LTCI models. Such an addition may be useful, as 
regulators from three states told us that they lack the authority to resolve 
complaints involving a question of fact, for example, when the consumer 
and company disagree on a factual matter regarding a consumer’s 
eligibility for benefits. Further, there is some evidence to suggest that due 
to errors or incomplete information companies frequently overturn LTCX 
denials. Specifically, data provided by four companies we contacted 
indicate that denials are frequently overturned by companies during the 
appeals process, with the percentage of denials overturned averaging 
20 percent in 2006 among the four companies and ranging from 7 percent 
in one company to 34 percent in another. 

There is precedent for an independent review process for denied claims. 
For example, one state reported that an independent review process is 
available under its state law for appeals of denials of health insurance 
claims. 49 Further, officials from one company in our review told us that the 
company had started implementing an independent review option for its 
LTCI consumers, though it had not selected the third-party reviewer as of 
February 2008. Finally, the FLTCIP includes an independent review 
process. However, the FLTCIP process remains largely untested as, 
according to OPM officials, only three consumers had made appeals as of 
April 2008. 


Agencv Comments We received comments on a draft of this report from NAIC. NAIC 
® ^ compiled and summarized comments from its member states, and NAIC 

and Our Evaluation officials stated that member states found the report to be an accurate 

reflection of the current LTCI marketplace. However, NAIC officials also 
reported that states were concerned that the report seemed to critique 
certain aspects of state regulation without a balanced discussion and 
seemed to be making an argument for certain reforms. In particular, NAIC 
officials noted that states said the draft report highlighted the differences 
in state regulation of rates and the fact that new regulations are not 


49 In discussing the possibility of adding an independent review process, regulators in 
another state mentioned that the unique nature of LTCI would make such a process 
complicated, noting that determinations of benefit eligibility are more complex than for 
other types of insurance, such as health insurance. 
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typically made retroactive. NAIC officials also noted that as in every other 
area of state regulation, state laws differ based on markets, consumer 
needs, and political realities. NAIC officials added that state lawmakers 
and regulators must balance many different factors when developing rules 
and one size often does not fit all. Our draft reported differences in states’ 
oversight of rate setting and claims settlement practices without making 
any conclusions or recommendations. We reported both the extent to 
which NAIC model standards have been adopted and other standards and 
practices states have in place. 

Further, NAIC officials noted that states expend considerable resources to 
educate consumers so that they make informed decisions. While this may 
be the case, our review was focused on the oversight of rate setting and 
claims settlement practices because of recent concerns in these areas. We 
did not review states’ broader consumer education efforts related to long 
term care insurance. 

Finally, certain NAIC member states provided technical comments, which 
we incorporated into the report as appropriate. 60 


As arranged with your offices, unless you publicly announce its contents 
earlier, we plan no further distribution of this report until 30 days after its 
issue date. At that time, we will send copies of this report to NAIC and 
other interested parties. We will also make copies available to others on 
request. In addition, the report will be available at no charge on the GAO 
Web site at http://www.gao.gov. 


50 NAIC sent the draft report to all of its member states, and seven states provided technical 
comments. The states that provided technical comments were Florida, Louisiana, 
Maryland, Massachusetts, New York, Ohio, and Wisconsin. 
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If you or your staffs have any questions about this report, please contact 
me at (202) 512-71 14 or dickenj@gao.gov. Contact points for our Offices of 
Congressional Relations and Public Affairs may be found on the last page 
of this report. GAO staff who made major contributions to this report are 
listed in appendix II. 



John E. Dicken 
Director, Health Care 
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Appendix I: Methodology for Selecting States 
for Case Studies 


To conduct case studies on oversight of long-term care insurance (LTCI), 
we selected a judgmental sample of 10 states on the basis of several 
criteria. First, we selected states that together accounted for at least 
40 percent of ail policies in force in 2006 and represented variation in 
terms of the number of policies in force. In addition, we selected states 
that were both congruent and not congruent with the National Association 
of Insurance Commissioners (NAJC) LTCI model act and regulation to 
reflect the variation in state oversight of the product. We also selected 
states that represented geographic variation. Finally, we considered the 
number of complaints the state reported receiving related to LTCI in 2006. 
(See table 4 for the list of selected states.) 


Table 4: States Selected for Case Studies 

State 

Number of policies 
in force* 

Percentage of 
national policies 
in force 

State ranking for 

number of policies Fully adopted 
in force NAIC’s models" 

Number of 
consumer 
complaints in 2006" 

California 

478,325 

8.5 

1 Yes 

Over 100 

Texas 

325,673 

5.8 

2 No 

Fewer than 100 

Florida 

319,657 

5.7 

3 Yes 

Over 1 00 

New York 

288,991 

5.1 

4 No 

Fewer than 100 

Illinois 

250,899 

4.5 

5 Yes 

Over 100 

Pennsylvania 

233,855 


6 Yes 

Over 100 

Washington 

138,947 

2.5 

15 No 

Over 100 

Wisconsin 

135,920 

2.4 

17 No 

Over 100 

Iowa 

127,078 

2.3 

19 Yes 

Fewer than 100 

North Oakota 

35,262 

0.6 

38 Yes 

Fewer than 100 

Total 

2,334,607 

41 .5‘ 




Source: GAO summary oi data provided by LIMRA and NAIC. 

‘Data obtained from LIMRA, an industry research group that issues annual sales reports on LTCL 
These data were obtained through a survey of companies selling LTCI., Because not all companies 
participated, the numbers likely understate the total number of policies in force in each slate. 

“Data obtained from NAIC. 

'Numbers do not add due to rounding. 
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Executive Summary 

This report is an analysis of the data received from twenty-three long-term care insurance 
companies that responded to a Long Term Care insurance data call by the Senior Issues (B) 
Task Force and the Market Analysis (D) Work Group. The data requested is for individual LTC 
policies and does not include group LTC policy information. The data was collected by the 
domiciliary states for each company under their statutory authority. The data from the companies 
was not audited. A follow-up questionnaire was sent regarding claim denial information and to 
confirm if the companies surveyed reported their claims information on a per person or a per bill 
basis. 


1. Policies 

• All policy types showed a decrease in the total number of policies in force at the 
beginning of the year except for Comprehensive Policies in Force at the Beginning of the 
Year for Policies Issued in 1995 & After. (Table 1, Page 7) 

• Comprehensive Policies in Force at the Beginning of the Year for Policies Issued in 1995 
& After have the most polices of any category with over 2.3 million in 2004, 2.5 million in 
2005, 2.6 million in 2006 and 2.8 million in 2007. (Table 1, Page 7) 

• Home Health Care Policies are the smallest percentage of Long Term Care (LTC) 
policies. (Table 1 , Page 7) 

• The percentage change in policies from 2004 to 2007 ranged from a decrease of 28.6% 
for Home Health Care in Force at the Beginning of the Year Prior to 1995 to a 19.1% 
increase in Comprehensive Policies in Force at the Beginning of the Year for Policies 
Issued In 1995 & After. (Table 1, Page 7) 

• The LTC market currently only shows one area of growth, which is Comprehensive 
Policies. (Table 1, Page 7) 

• Total policies in force at the beginning of each year increased by 8.9% since 2004 to over 
3.7 million policies. (Table 1, Page 7) 

• Over 770,000 individual LTC policies were issued from 2004 to 2006. The majority of the 
policies issued were comprehensive policies (91 .6%). Table 2, Page 8) 

• New policies issued per year for each type are decreasing with nursing home policies 
having the largest decrease of 56% since 2004. (Table 2, Page 8) 

2. Lapse Statistics 

• The number of LTC policies lapsing each year and the lapse ratio for each policy type are 
decreasing. (Table 3, Page 8) 

• The lapse ratio in each year for policies issued prior to 1995 was higher than policies 
issued in 1995 and after. (Table 3, Page 8) 

• The combined lapse ratio decreased each year. (Table 3, Page 8) 

• The actual lapse ratio for individual companies varied with lapse ratios ranging from 
below 1 % to over 9%. 

3. Premiums 

• Total direct written premium for all individual LTC insurance policies increased by 8.5% 
from approximately $4.1 billion in 2004 to $4.5 billion in 2006. (Table 4, Page 9) 

• Direct written premiums (DWP) for comprehensive policies increased each year and 
continue to be the majority (83%) of the total LTC coverage premium. Direct written 
premium for comprehensive policies increased from 79% of the LTC market in 2004 to 
83% ($3.7 billion in premium) in 2006, (Table 4, Page 9) 

• Premiums for policies with nursing home only coverage decreased each year and now 
make up 13% of the LTC market. Since 2004, premiums decreased 13.5%. (Table 4, 
Page 9) 

• Premiums for policies with home health care only coverage decreased 4.8% since 2004 
(Table 4, Page 9) 
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• Direct Written Premium Per Policy in Force was relatively level for each policy type. 
(Table 5, Page 10) 

• Home health care policies had the highest DWP per policy each year.(Table 5, Page 10) 

• Comprehensive policies were the only policy type with an increase in DWP per policy 
(3.9% since 2004). (Table 5. Page 10) 


4. Complaints 

• Total complaints reported directly to the companies increased since 2004 from 1,785 to 
3,983 or 123.1%. (Table 6, Page 11) 

• Claim complaints increased the most since 2004 from 708 to 1,279 or 174.7%. (Table 6, 
Page 11) 

• Complaints reported to states department of insurance fluctuated with a significant 
increase in 2005 (2,938 complaints) but a decrease in 2006 (2,377 complaints). (Table 6, 
Page 11) 

» Complaints per 10,000 policies increased since 2004 from 5.0 to 10.6 or 112.7%. (Table 
6, Page 11) 

• Complaints per $10 million in premium increased since 2004 from 4.3 to 8.8 or 105.7%. 
(Table 6, Page 11) 

• Claim complaints per 10,000 claims received increased since 2004 from 11.3 to 27.0 or 
138.9%. (Table 6. Page 11) 

• Although the number of complaints and the increase in the number of complaints 
compared to the total number of policies written, renewed and in force and the increasing 
number of claims filed may not be statistically significant, the increasing trends in the 
number and type of complaints is worth noting. 


5. Claims 

• Total claims received increased from 627,577 in 2004 to 719,726 in 2006 or by 14.7% 
since 2004. (Table 7, Page 13) 

• Claims received for comprehensive policies increased by 27.0% since 2004. (Table 7, 
Page 13) 

• Claims received for nursing home policies increased by 11.0% since 2004. (Table 7, 
Page 13) 

• Claims received for home health care (HHC) policies decreased in 2005 but increased 
slightly in 2006. Since 2004, home health care claims decreased by 7.8%. (Table 7, Page 
13) 

• Claims paid for all policy types increased since 2004 from $1.9 billion to $2.4 billion or 
26.2%. (Table 8, Page 13) 

• Claims paid for each type of policy increased each year with comprehensive payments 
increasing the most by 43%. (Table 8, Page 13) 

• The combined total average paid per claim increased from $2,999 in 2004 to $3,301 in 
2006. This was a 10.1% increase. (Table 9, Page 14) 

• The Industry Average payout per claim varied considerably by policy type with nursing 
home insurance policies having the highest average payout of $4,192 in 2006. However, 
for nursing home insurance policies, the average payout decreased 2.6% since 2004. 
(Table 9, Page 14) 

• The number of claims denied increased for each type of policy as the number of claims 
received increased. Nursing home policy claim denials increased by 594 denials or by 
15.7% since 2004, comprehensive policy claim denials increased by 6,544 denials or by 
51 5% since 2004, and home health care policy claim denials increased by 664 denials or 
by 19.5% since 2004 (Table 10, Page 14) Comprehensive policies account for the 
largest increase in claim denials because it is the largest segment of the LTC insurance 
industry. Table 7 shows that claims received increased by 83,814 claims or by 27.0% for 
comprehensive policies. 

• The total percent of claims denied for all policies increased since 2004 from 3 2% to 
3.9%. (Table 11, Page 15) 
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• The percent of claims denied for comprehensive policies increased since 2004 from 4 1% 
to 4.9%, (Table 11, Page 15) 

• Both home health care and nursing home policies had an increase in the percent of 
claims denied in 2005 and a decrease in 2006. (Table 1 1 , Page 15) 

• Nursing Home Claims had the highest percentage of dollars paid for claims of the DWP 
with each year’s ratio above 100%. (Table 12, Page 16) 

• Comprehensive LTC insurance business had the lowest percentage of dollars paid for 
claims of the DWP with each year's ratio at 37% or less. (Table 12, Page 16) 

• Each type of policy increased each year in the percentage of dollars paid for claims of the 
DWP. (Table 12, Page 16) 

• Home Health Care policies had the highest number of claims received per policies in 
force at nearly a 1:1 ratio each year (Table 13, Page 17) 

• Comprehensive policies had the lowest ratio of claims received per policy in force at the 
end of the year, (Table 13, Page 17) 

• Claim submissions not paid due to the elimination period increased each year for each 
policy type as an increasing number of policies entered into claims status. (Table 14, 
Page 17) 

• Total claims paid within 60 days increased by 37.9% and claims paid beyond 60 days 
decreased by 38.9% since 2004. (Table 15, Page 18) 

• Claims paid beyond 60 days decreased for HHC and nursing home claims but increased 
slightly for comprehensive claims. Total comprehensive claims (Table 7) increased 
significantly so the slight increase In claims paid beyond 60 days for this policy type is 
expected. (Table 15, Page 18) 

• The Percentage of Claims Paid Beyond 60 Days decreased each year for each policy 
type, (Table 16, Page 19) 

6. Cost Containment Expenses 

• Cost containment expenses per earned premium increased slightly for each type of policy 
for the three year period reviewed, (Table 17, Page 20) 

• Cost containment expenses are practices designed to minimize costs to both the insured 
individual and the insurance company. For the LTC data call, cost containment expenses 
were reported in accordance with SSAP no 85 Claim Adjustment Expenses and 
Amendments to SSAP no. 55, Unpaid Claims, Losses, and Loss Adjustment Expenses 
per state. Cost containment expenses increased for each policy type since 2004. Claim 
dollars paid (Table 8) showed that the total dollar amount paid for claims for each policy 
type increased each year. For the period of the Data Call, claims paid grew for all policy 
types with HHC at 5.6%, Comprehensive 43,4%, and Nursing Home at 8.1%. It is 
important to compare these growth/decline percentages since 2004 with the growth of the 
cost containment expenses since 2004. The growth in cost containment expenses was 
HHC 54,5%, Comprehensive 59.2%, and Nursing Home 24.6%. This comparison shows 
that cost containment expenses are growing at a faster rate than claim payments (See 
graph on page 21). 

• The amount spent for cost containment expenses when compared to the amount spent 
on claims has increased each year for each policy type. (Table 18, Page 21) 

Analysis of the data submitted by the twenty-three companies indicates that the individual Long 
Term Care insurance industry is continuing to grow with the majority of the growth in 
comprehensive policies. Policies issued for each policy type have decreased each year of the 
data call. The growth of the market has been helped by a decrease in policies lapsing. 
Complaints have increased each year with the majority of complaints due to claims. Claims for 
comprehensive and nursing home policies have increased each year The total dollar amount 
paid for claims has increased each year for each type of policy. This is expected with 
comprehensive policies as this market continues to grow. Increases in the amount paid for the 
other policy type claims may be due to an increase in the cost of medical care, home health care, 
and assisted living care. As the insureds covered by older blocks of LTC insurance (issued prior 
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to 1995) mature, then increases in the amount paid for claims on those older blocks of business 
should be expected. Total claim denials have increased for each type of policy which may relate 
to the increase in complaints regarding claims. However, the percentage of claims denied for all 
policy types combined increased by only 0.7% since 2004. Claims paid within 60 days has 
increased and the percentage of claims paid beyond 60 days does not indicate an industry issue 
as each policy type percentage decreased each year and is below 1%. Cost containment 
expenses have increased substantially greater than the increase in claims payments which may 
indicate that companies are allocating more resources to the claims adjudication process in order 
to more accurately and efficiently process claims. 

For data elements 39-41 , the data call requested statistics for claims denied and partially denied. 
An issue occurred regarding what constituted a partial denial as companies interpreted the 
definition of a partial denial differently. Several companies included partial denials where the 
company paid the full amount owed under the policy but denied the portion which was above the 
allowable amount. For example, the policy paid $100 per day for a room and the company paid 
the $100 of a $150 per day charge. Another issue arose when a company included situations 
where they paid on a pro-rated basis and the company included the portion not covered as a 
partial denial. Due to these issues, a decision was made to include only full denials in the report 
and analysis. A follow-up survey regarding these data elements occurred and the results changed 
due to the elimination of the partial denials. Several companies which had very high denial 
percentages when including partial denials reduced their denial percentages drastically when only 
including full denials. A review of the data noted that these same companies had relatively high 
complaints and high complaint ratios (per 10,000 policies, per $10 million in premium, and per 
10,000 claims received). 


© 2008 National Association of Insurance Commissioners 


Page 4 of 21 



410 


\ 1/ 




Nation 

Insuras 


il Association of 
ce Commissioners 


INTRODUCTION 


ft has come to the attention of state insurance regulators that some long-term care insurance 
policyholders are hav'rtg difficulties in accessing their long-term care insurance benefits This 
issue was highlighted in a March, 2007 New York Times article. Additionally, in June 2007 me 
NAIC responded to a request by Senator Charles Grassiey (IA) requesting long-term care 
insurance complaint data. We also understand that Congress may hold hearings on long-term 
care insurance and that the Government Accountability Office has interviewed a number of select 
states regarding their long-term care insurance regulatory activity. Because of this, the Market 
Regulation and Consumer Affairs (D) Committee and the Senior Issues (B) Task Force sought 
information from Long Term Care insurance carriers in the individual LTC insurance market trial 
were ranked in the top twenty-five nationally In market share by premium volume. The 
participating states collected the data as prescribed by the NAIC written directions and these 
states transmitted the data to the NAIC without any analysis of the data collected. 


The state of domicile for each company ranked in the top twenty-five forwarded the Long Term 
Care Insurance Data Cal! to their respective insurers). The timeline for the data call was; 

• Issuance of the data call by September 12, 2007, 

« Companies complete and return the data to their domiciliary states by November 15 
2007. 

* The Collaborative Action Designee (CAD) for each state forwards the data to the NAIC by 
November 21, 2007. 

Below is the fist of companies grouped by the State of Domicile. The list below is based on the 

20B$ Schedule T Premiums within the FDR database 
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Tvc-"! /-three of the companies listed above completed the L fC insurance Cat* Cali for 
individual LTC i , sura nee policies and this totaled 78% of the LTC market share Ae • 
nsurance Company (60054) reported that it did not have any individual policies of o ig te n care 
nsurance dur ng the period of time of January 1, 2004 to December 31, 2006 Genworth fe & 
rtc-. a - ru'ance Company (80926) stated that it had reported incorrectly in its financ al an • . ai 
r : rents and that ; t did not have any long term care insurance premium 

ft Data Call and Definitions are attached to this report. 
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ANALYSIS 

For this report, the analysis is based on the twenty-three companies that submitted data. The; 
data was aggregated for each company and for each data year (2004, 2005, and 2006). The data 
was then aggregated for each data year so different years of data for the combined companies 
could be trended. The data is for individual LTC insurance policies and does not include group 
LTC insurance policy information. The next sections break down the different categories of data. 
The data from the companies was not audlted. 

1. Policies 

Data was requested for Home Health Care only policies (HHC), Comprehensive policies (Comp) 
and for Nursing Home only policies. Analysis of the data showed that: 

• All policy types showed a decrease in the total number of policies in force at the 
beginning of the year except for Comprehensive Policies in Force at the Beginning of the 
Year for Policies Issued in 1995 & After 
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• Comprehensive Policies in Force at the Beginning of the Year for Policies Issued in 1 995 
& After have the most polices of any category with over 2.3 million in 2004. 2.5 million In 
2005, 2.8 million In 2008 and 2.8 million in 2007*. 

« Home Health Care Policies are the smallest percentage of LTC insurance policies. 

* The percentage change in policies from 2004 to 2007* ranged from a decrease of 28.8% 
for Home Health Care in Force at the Beginning of the Year Prior to 1995 to a 19.1% 
increase in Comprehensive Policies in Force at the Beginning of the Year for Policies 
Issued in 1995 & After. 

8 The LTC market currently only shows one area of growth which is in comprehensive 
policies. 

» Toiai policies in force at the beginning of each year Increased by 8.9% since 2004 to over 
3.7 million policies. 



Table 1 Policies to Force at the Beginning of Each Year 


HHC in HHC in Comp m Comp in Home in Home in 

Force Beg of Force Beg of Force Beg of Force Beg of Force Beg of Force Beg of 

Yr Issued Yr Issued Yr Issued Yr Issued Yr Issued Yr Issued i 
Prior to 1995 1995 & After Priorto1995 1995& After Priortol995 1995&After 


’NOTE The 2007 data are the number of policies in force ai the §nd c 
year became the tola! for the number of policies in force at the begin 
have one additional year of data (2007) 
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Policies in Force at the Beginning of Each Year 
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‘NOTE Comp 1995 S After is over 2 3 million for each year 

'NOTE; The 2007 data are the number of policies in force at the end of 2006. 
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tie 2 Policies Issued 

* Over 770,000 individual LTG insurance policies were issued from 2004 to 2006. The 
majority of the policies issued were comprehensive policies (91 .6%). 

* New policies issued per year for each type decreased with nursing home policies having 
the largest decrease of 56% since 2004. 



Home Health 
Care Issued 


Comprehensivi 

Issued 


Total Issued 


Lapsed Policies 
Issued Prior to 
1995 


Lapse Ratio for Lapsed Policies Lapse Ratio for 
Policies Issued Issued 1995 Policies Issued 

Prior to 1995 and Afte r 1995 and After 


Combined 
Lapse Ratio 
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3. Prem iums 

• Total direct written premium for al) individual LTC insurance policies increased by 8.5% 
from approximately $4,1biilion in 2004 to $4.5 billion in 2006. 

• Direct written premiums for comprehensive policies increased each year and continue to 
be the majority (83%) of the total LTC insurance premium. Direct written premiums for 
comprehensive policies increased from 79% of the LTC insurance market in 2004 to 83% 
{$3.7 billion in premium) in 2006. 

• Premiums for policies with nursing home only coverage decreased each year and now 
make up 13% of the LTC insurance market. Since 2004, premiums decreased 13.5%. 

• Premiums for policies with home health care only coverage decreased 4,8% since 2004. 


Table 4 Direct Written Premiums 
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Direct Written Premium Per Policy in Force 



2004 2005 2006 


NOTE: DWP Per Policy in Force was calculated as DWP per policy type i Total Policies in Force at 
the End of the Year (includes both policies issued prior to 1 995 +1995 and after) 


4, Complaints 

* Total complaints reported directly to the companies increased since 2004 from 1,785 to 
3,983 or 123.1%. 

« Claim complaints increased the most since 2004 from 708 to 1 ,279 or 1 74,7%. 

* Complaints reported to state departments of insurance fluctuated with a significant 
increase in 2005 (2,938 complaints) but a decrease in 2006 (2,377 complaints). 

« Complaints per 1 0,000 policies increased since 2004 from 5.0 to 1 0.6 or 1 12.7%. 

* Complaints per $10 million in premium increased since 2004 from 4.3 to 8.8 or 1 05.7%. 

* Claim complaints per 10,000 claims received increased since 2004 from 11. .3 to 27.0 or 
138.9%. 



Table 8 Complaints 




TOTAL 


Complaints i 

Complaints 
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Complaints 
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5. Claims 

Tables 7-18 contain information pertaining to claims. 


Table 7 Claims Received 

» Total claims received increased from 627.577 in 2004 to 719,726 in 2006 or 
since 2004, 

• Claims received for comprehensive policies increased by 27.0% since 2004. 

• Claims received for nursing home policies increased by 1 1.0% since 2004. 

• Claims received for home health care policies decreased in 2005 but increased 
2006, Since 2004, home health care claims have decreased by 7 8%. 
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Claims Claims Claims Receiver 

Received H HC Received Comp Nursing Home 




warn 


Claims Paid Claims Paid 

Comp Nursing Home 


Claims Paid HHC 


Total Paid 1 
- 1 


mpany s.a.ed initial claims may include multiple bills under one transaction Three com; 
number of payments during the year Twelve companies based this information on a per perj 
bill basis 


Claims Received 


SS HHC 
■ Comp 

O Nursing Home 


Claims Paid (Dollars) 

Claims paid for all policy types increased since 2004 from $1 .9 billion to $2 4 billion or 
26 2% 

Claims paid for each type of policy increased each year with comprehensive payments 


ig the most by 43%. 


©2008 National Association of Insurance Commissioners 




419 



'‘able Li Industry Average Paid Per Claim 

♦ £ rombii’.td tots average paid per claim increased from $2,999 in 2004 t > 

,:006. • 'is was a 10.1% increase 

• The industry Average payout per claim varied considerably by policy type with nursing 
home insurance policies having the highest average payout of $4,192 in 2006. However, 
for nursing home insurance policies, the average payout decreased 2.8% since 2004. 



Nursing Home 
Amount Paid Peri 
Claim 


Total Amount i 
Paid Per Claim 


HHC Amount Comp Amount 

Paid Per Claim Paid Per Claim 


Claims Denied Claims Denied 

Comp Nursing Home Total Denied 


Claims Denied 
HHC 


S1.Q36 
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or by 
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ials or 
claim 


NOTH: Three companies reported an entire claim being denied versus a bill bt 


For data elements 39-41 . the data call requested statistics for claims denied and partially denied 
ssi,: occurred regarding what constituted a partial denial as companies nterp it- ■ 
definition of a oartiai denial differently. Several companies included pari;a> den ais where '.re 
company paid the full amount owed under the policy but denied the portion which was above ns 
. : vab'.e a-" cunt. For example, the policy paid $100 per day for a room and the company pa i 
5100 of a $150 per day charge. Another issue arose when a company mcs. -:d s ’.uat:pns 
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>y paid on a pro-rated basis and the company included the portion not covered as a 
hia! Due to these issues, a decision was made to include only full denials in the report 
sis. Afoilow-up survey regarding these data elements occurred and the results changed 
te partial denials. Several companies which had very high denial percentages when 
partial denials reduced their denial percentages drastically when only including full 
)ne issue is that these same companies had relatively high complaints and high 
ratios (per 10,000 policies, per $10 million in premium, and per 10,000 claims 
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Table 11 Percent of Claims Denied 

• The total percent of claims denied for all policies increased since 2004 from 3 2% to 
3,9%. 

• The percent of claims denied for comprehensive policies increased since 2004 from 4,1% 
to 4.9%. 



Comp Pi recent 
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Both home health care and nursing home policies had an increase in the percent of 


claims denied in 2005 and a decrease in 2006. 


MOTE: The percent of claims denied was calculated as: Number of Claims denied per policy type / number of claims 
received per policy type. This ratio shows the percentage of ciaims denied of the total claims received. 
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atio of Claims Paid Per Direct Written Premium (DWP) 

■sing Home Claims had the highest percentage of dollars paid for claims of the DWP 
i each year's ratio above 100% 

Tiprebensive ITC insurance business had the lowest percentage of dollars paid for 

ms of the DWP with each year's ratio at 37% or less. 

:h type of policy increased each year in the percentage of dollars paid for claims of the 


Year 

Ratio of Home 
Health Care Claims 
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Ratio of Comp 
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Note: Nursing Home insurance coverage is the oldest type of policy of the three product 
types in this market. Funding for claims from older business comes in large part from the 
release of active life reserves, which have been accumulated from past premiums and 
investment income on those reserves. The low paid loss ratios for the comprehensive 
business does not necessarily indicate that insurers are receiving large profits from this 
type of policy. For newer policies, premiums are set aside by insurers to fund active life 
reserves which will ultimately be used to pay claims in the future. The paid loss ratios do 
not reflect the build-up and subsequent release of active life reserves which needs to be 
considered when reviewing these ratios. 
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Table 13 Claims Received Per Policies in Force at the End of the Year 

« Home Health Care policies had the highest number of claims received per policies in 
force at nearly a 1 : 1 ratio each year. 

« Comprehensive policies had the lowest ratio of claims received per policy in force at the 
end of the year. 
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NOTE; Graph calculated as Claims Received /Total Policies in Force at the End of the Year 


Tabie 14 Claim Submissions Not Paid Due to the Elimination Period 

* Claim submissions not paid due to the elimination period increased each year for each 
policy type as an increasing number of policies entered into claims status. 
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NOTE: Two companies stated they did not track this information. Twelve companies based this information on a~par 
person basis and eleven on a per bill basis. 
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Table IS Claims Paid Within 60 Days and Beyond $0 Days 

Several companies were unable to differentiate between the 60 day timeframe. Many others 
stated all of their payments were made within 60 days. From review of the data, it does not 
appear payments beyond 60 days are a significant issue. When reviewing this data, it is important 
to compare if with the total number of claims received for each policy type (Table 7). Total claims 
received (Table 7) increased for each policy type in 2006. 

• Total claims paid within 60 days increased by 37.9% and claims paid beyond 60 days 
decreased by 38.9% since 2004. 

• Claims paid beyond 60 days decreased for HHC and nursing home claims but increased 
slightly for comprehensive claims. Total comprehensive claims (Table 7} increased 
significantly so the slight increase in claims paid beyond 60 days for this policy type is 
expected, 

• The Percentage of Claims Paid Beyond 60 Days has decreased each year for each 
policy type. 
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f Claims Palo Beyond 80 Days decreased each year for each policy 



Percent of Claims Paid Beyond 60 Days 
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Note; Percent of Claims Paid Beyond 60 Days « Claims Paid Beyond 60 Days / (Claims Paid Within 60 Days + 
Claims Paid Beyond 60 Days) 


S. Cost Containment Expenses 

Four companies reported that they did not track cost containment expenses. In addition, six 
companies reported $0 for cost containment expenses 

• Cost containment expenses per earned premium increased slightly for each type of policy 
for the three year period reviewed, 

• Cost containment expenses are practices designed to minimize costs to both the insured 
individual and the insurance company. For the LTC data call, cost containment expenses 
were reported in accordance with SSAP no. 85 Claim Adjustment Expenses and 
Amendments to SSAP no, 55, Unpaid Claims, Losses, and Loss Adjustment Expenses 
per state. Cost containment expenses increased for each policy type since 2004. Claim 
dollars paid (Table 8) showed that the total dollar amount paid for claims for each policy 
type increased each year. For the period of the Data Call, claims paid grew for all policy 
types with HHC at 5.6%, Comprehensive 43.4%, and Nursing Home at 8.1%, It is 
important to compare these growth/decline percentages since 2004 with the growth of the 
cost containment expenses since 2004, The growth in cost containment expenses was 
HHC 54.5%, Comprehensive 59.2%, and Nursing Home 24.6%. This comparison shows 
that cost containment expenses are growing at a faster rate than claim payments (See 
graph on page 21). 
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Ratio ot Cost 
Containment 
Expenses for Home 
Health Care Policies 
to Claims Paid 


Ratio of Cost 
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Policies to Claims 
Paid 


Ratio of Cost 
Containment 
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NOTE: The data from the companies was not audited. This report is an analysis of the data 
received by the twenty-three companies that responded to the individual LTC data call. 


© 2008 National Association of Insurance Commissioners -■ Page 21 of 21 





427 



428 




429 



U.S. Department of Health and Human Services 
Assistant Secretary for Planning and Evaluation 
Office of Disability, Aging and Long-Term Care Policy 


The Size of the Long-Term Care 
Population in Residential 
Care: 

A Review of Estimates and 
Methodology 


February 2005 




430 


Office of the Assistant Secretary for Planning and Evaluation 

The Office of the Assistant Secretary for Planning and Evaluation (ASPE) is the 
principal advisor to the Secretary of the Department of Health and Human Services 
(HHS) on policy development issues, and is responsible for major activities in the areas 
of legislative and budget development, strategic planning, policy research and 
evaluation, and economic analysis. 

The office develops or reviews issues from the viewpoint of the Secretary, providing a 
perspective that is broader in scope than the specific focus of the various operating 
agencies. ASPE also works closely with the HHS operating divisions. It assists these 
agencies in developing policies, and planning policy research, evaluation and data 
collection within broad HHS and administration initiatives. ASPE often serves a 
coordinating role for crosscutting policy and administrative activities. 

ASPE plans and conducts evaluations and research-both in-house and through 
support of projects by external researchers-of current and proposed programs and 
topics of particular interest to the Secretary, the Administration and the Congress. 


Office of Disability, Aging and Long-Term Care Policy 

The Office of Disability, Aging and Long-Term Care Policy (DALTCP) is responsible for 
the development, coordination, analysis, research and evaluation of HHS policies and 
programs which support the independence, health and long-term care of persons with 
disabilities— children, working age adults, and older persons. The office is also 
responsible for policy coordination and research to promote the economic and social 
well-being of the elderly. 

In particular, the office addresses policies concerning: nursing home and community- 
based services, informal caregiving, the integration of acute and long-term care, 
Medicare post-acute services and home care, managed care for people with disabilities, 
long-term rehabilitation services, children's disability, and linkages between 
employment and health policies. These activities are carried out through policy 
planning, policy and program analysis, regulatory reviews, formulation of legislative 
proposals, policy research, evaluation and data planning. 

This report was prepared under contract #HHS-1 00-97-0010 between the U S. 
Department of Health and Human Services, Office of the Assistant Secretary for 
Planning and Evaluation, Office of Disability, Aging and Long-Term Care Policy and 
Urban Institute. For additional information about this subject, you can visit the DALTCP 
home page at http://aspe.hhs.g 0 v/_/ 0 ffice_specific/daitcp.cfm or contact the ASPE 
Project Officer, John Drabek, at HHS/ASPE/DALTCP, Room 424E, H.H, Humphrey 
Building, 200 Independence Avenue, S.W., Washington, D.C. 20201. His e-mail 
address is: John.Drabek@hhs.gov. 
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insurance Commissioners 
FOR IMMEDIATE RELEASE 


STATE INSURANCE REGULATORS FINE CONSECO 

Multi-Slate Examination Finds Serious Long-Term Care Violations 


KANSAS CITY, Mo. (May 7, 2008) — State insurance regulators, working 
together through the National Association of Insurance Commissioners 


(NAIC), today announced the details of a regulatory settlement agreement 
between 40 jurisdictions and Conseco, Inc., due to a pattern of consumer 


harm in the company’s long-term care insurance business. This multi-state 
investigation has resulted in a $2.3 million fine and $30 million in claims- 


Communications Division 
(816) 783-8909 


handling improvements and restitution. 


“Consumers need to have confidence in the insurance products they're 
buying and in the companies they’re doing business with,” said Montana 
State Auditor John Morrison, who chairs the NAIC Market Regulation and 
Consumer Affairs Committee, which oversees multi-state examinations. “As 
state insurance regulators, our No. 1 job is to protect consumers by making 
sure companies pay claims in a prompt and appropriate manner — and to take 
regulatory action when they fail to do so.” 


Scott Holeman 

Communications 

Director 

Jeremy Wilkinson 

Electronic Communications 
Manager 

Heidi Cline 

Communications 

Specialist 


The states of Florida, Illinois, Indiana, Pennsylvania and Texas led the 
settlement negotiations. According to the terms of the settlement, Conseco 
will pay a $2.3 million penalty to be shared by all participating states; pay at 
least $4 million in restitution and administrative costs to harmed 
policyholders; and invest $26 million in system upgrades and improved 
claims administration. Conseco is also obligated to pay an additional $10 
million in fines if problems are not corrected. 

“Conseco is among the nation’s largest long-term care insurers,” said 
Pennsylvania Acting Insurance Commissioner Joel Ario, whose department 
served as the lead state on the investigation. “It is vital that long-term care 
insurers make prompt and appropriate payment of claims to consumers who 
are older and whose life and well-being are dependent upon it. Conseco failed 
this test.” 


Vanessa Sink 

. Communications 
Specialist 

Carly Halvorson 

Communications 

Intern 


Visit the PRESSROOM to 
search News Releases 
and for additional media 
information 


Receive the latest news 
releases and other 
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Communications Division! 


Specifically, the on-site examination showed that: 

. Investigation of pending claims were not handled in a timely manner; 

• Claim files were not properly documented or maintained; and 

• Time frames for company responses to claimants did not adhere to 
applicable regulations. 

The settlement involves two Conseco subsidiaries — Conseco Senior Health 
Insurance Company and Bankers Life and Casualty Insurance Company — 


http://www.naic.org/Releases/2008_docs/conseco_fine.htm 
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and covers claims filed from Jan. 1, 2005, through April 30, 2007. 

Conseco self-reported serious issues in complaint and claims handling, and 
blamed the problems on the challenge of integrating various computer 
systems. The settlement requires the company to contract with an experienced 
long-term care claims administrator to process claims in a timely and 
appropriate manner. 

According to the terms of the settlement, Conseco Senior Health Insurance 
Company, which is not actively writing new policies, will automatically 
review 1,112 claims that were initially denied; will provide notices to another 
18,000 policyholders covering 49,000 claims that may have been partially 
denied or subsequently denied after initial payment; and will set up a toll-free 
call center for ail claimants who believe their claim settlement was not 
handled properly. The investigation found that the primary problems in most 
cases were delays in claim payments, rather than outright claim denials. 

In the case of Bankers Life and Casualty Insurance Company, which is 
writing new policies, the investigation uncovered inadequate marketing and 
sales compliance issues. The settlement requires Bankers to: 

• Enhance its producer (agent) training program; 

• Eliminate producer complaint thresholds, so that a single complaint can 
result in disciplinary action; 

• Regularly review experience-period results for all producers; and 

• Supervise all producers and terminate them due to non-compliance 
with marketing standards. 

Going forward, both companies are required to: 

• Revise claims-handling procedures to guarantee timely and accurate 
processing; 

• Handle all complaints completely and in a timely fashion; 

• Create a centralized complaint database; and 

• Establish a countrywide contact for complaints. 

State insurance regulators will conduct ongoing monitoring for appropriate 
compliance benchmarks for complaint and claims processing; implement 
quarterly reporting requirements; and, ultimately, conduct a re-examination 
of the companies to ensure that all problems have been corrected. 

Conseco has 30 days to mail notices to policyholders on how to seek review 
of their claims. These notices will also include a toll-free number for all long- 
term care claimants. 

To date, jurisdictions that have adopted the settlement agreement include: 
Alabama, Alaska, Arizona, Arkansas, Colorado, Delaware, District of 
Columbia, Florida, Hawaii, Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, 
Louisiana, Maryland, Massachusetts, Michigan, Missouri, Montana, 

Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, North 
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Carolina, North Dakota, Ohio, Oklahoma, Pennsylvania, South Carolina, 
South Dakota, Tennessee, Texas, Utah, Vermont, Washington, West Virginia 
and Wyoming. 

Click HERE for a copy of the regulatory settlement agreement. 

Click HERE for a copy of the market conduct examination report. 


About the NAIC 

Headquartered in Kansas City, Mo., the National Association of Insurance 
Commissioners (NAIC) is a voluntary organization of the chief insurance 
regulatory officials of the 50 states, the District of Columbia and five U.S. 
territories. The NAIC’s overriding objective is to assist state insurance 
regulators in protecting consumers and helping maintain the financial 
stability of the insurance industry by offering financial, actuarial, legal, 
computer, research, market conduct and economic expertise. Formed in 1871, 
the NAIC is the oldest association of state officials. For more than 135 years, 
state-based insurance supervision has served the needs of consumers, industry 
and the business of insurance at-large by ensuring hands-on, frontline 
protection for consumers, while providing insurers the uniform platforms and 
coordinated systems they need to compete effectively in an ever-changing 
marketplace. For more information, visit www.naic.org/press home.ht m. 


You are currently subscribed to the “NAIC News Release” electronic service. 

For information regarding this service, please contact the NAIC 
Communications Division, 2301 McGee Street, Kansas City, MO 64108, 

816-783-8909. 

To unsubscribe from NAIC Electronic Services, send a blank e-mail to NAIC 
Opt Out services. 

[ Copyright & Reprint Info | Privacy Statement] 

©2008 National Association of Insurance Commissioners. All rights reserved. 
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EXECUTIVE SUMMARY 


A multistate examination was conducted on Bankers Life and Casualty Insurance Company and 
Conseco Senior Health Insurance Company, hereinafter referred to as “Company.” Both 
Companies are subsidiaries of Conseco Inc. Holding Company System. The examination was 
called to address the concerns and public issues brought forth through the media and individual 
state insurance departments concerning the Company’s business practices especially in the long 
term care insurance market. In order to address those concerns and issues on a national level, a 
collaborative effort or multistate examination was determined to be the most efficient and cost 
effective approach. The multistate examination was coordinated with the National Association of 
Insurance Commissioners’ (NAIC) Market Analysis Working Group and was conducted on 
behalf of initially 39 participating states under the leadership of Pennsylvania, Florida, Illinois, 
Indiana and Texas. The onsite examination of Bankers Life and Casualty Insurance Company 
was conducted in Chicago, Illinois simultaneously with the onsite examination of Conseco 
Senior Health Insurance Company in Carmel, Indiana. For clarity of reporting, separate Reports 
will be issued on each company. 

The purpose of the multistate examination was to determine if both companies were maintaining 
appropriate business practices, especially in the long term care insurance lines. 

The examination of both companies focused on areas of Complaint Handling, and Long Term 
Care and Home Health Care Claim Handling. Since Conseco Senior Health Insurance Company 
no longer writes new business, the focus on marketing and sales activities was restricted to 
Bankers Life and Casualty Insurance Company and included all product lines. The examination 
included a review of the Company’s activities in all states, with the Lead States of Pennsylvania, 
Florida, Illinois, Indiana, and Texas overseeing the daily examination activities. 

The Company self-reported a number of issues that had been identified prior to the initiation of 
this examination through the media, internal audits and other state market conduct examinations. 
The predominant issue of Conseco Senior Health insurance Company was the appropriateness of 
the processing of long term care claims. The Company has continually expressed its interest in 
entering into a Corrective Action Plan with participating states to address the specific claim 
processing issues, self-identified issues and any additional issues identified and verified as a 
result of the examination. 

Based on the Company’s self-reporting, prior market conduct examination reports and the large 
population of data files identified, a random sampling of selected files based on certain criteria 
was utilized to select the files reviewed for this examination. 

In order to provide for a complete, efficient and expeditious review of the sampled files from all 
jurisdictions, the Lead States and the Company agreed the review was to be conducted based on 
the Company’s compliance with NAIC standards. Where compliance determination required 
more specific state timelines (days), the examiners would apply the timelines applicable to 
Pennsylvania insurance regulations. 
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A number of issues were noted during the course of the examination. The issues related to the 
Company’s complaint and claims handling practices. The deficiencies in the Company’s 
complaint and claims handling practices are summarized as follows: 

Complaints 

• Complaints are not recorded in the required format on a Company complaint register. 

• The Company does not have adequate complaint handling procedures in place to properly 
adequately respond to and process complaints and does not readily communicate such 
complaint procedures to policyholders. 

• The time frame within which the Company responds to, investigates and resolves 
complaints is not in accordance with applicable statutes, rules, and regulations. 

• The Company does not maintain adequate complaint files. 


Claims 


• The initial contact by the Company with the claimant is not within the required time 
frame. 

• Investigations of pending claims are not conducted in a timely manner. 

• Claims are not handled, settled and paid in a timely manner as required by statutes, rules 
and regulations. 

• Claim files are not adequately documented or maintained. 

• Claim files are not handled in accordance with policy provisions and state law. 

For each of the cited exceptions in the report, recommendations have been made to address the 
issues and concerns noted by the examiners. Accordingly, the results of operational 
improvements implemented by the Company, which occurred after the examination period (i.e., 
after April 30, 2007), are not reflected in the data contained in this Report. Details of the 
corrective actions taken by the Company to address the findings of this review are listed in the 
Company Response section of this Report. 
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INTRODUCTION 


An examination was conducted on Conseco Senior Health Insurance Company, at the 
Company’s offices located in Carmel, Indiana, from July 9, 2007 through October 19, 2007, 
Preliminary work for the examination and subsequent review and follow-up was conducted at the 
examination offices of Insurance Regulatory Insurance Services, Inc. 

The examination included an assessment of the Company’s activities in all states. This multistate 
examination represents 39 states with the Lead States of Pennsylvania, Florida, Illinois, Indiana, 
and Texas overseeing the daily examination activities. The examination firm of Insurance 
Regulatory Insurance Services, Inc., Philadelphia, Pennsylvania, was selected to conduct the 
examination of this Company on behalf of all of the participating states. 

Throughout the course of the examination, Company officials were provided memoranda or 
inquiries, which referenced specific policy numbers with citation to each section of law at issue. 
Additional information was requested from the Company to clarify potential violations. An exit 
conference was conducted with Company officials to discuss the various types of violations 
identified during the examination and to review the written summaries provided on the violations 
found. 

The courtesy and cooperation extended by the Officers and Employees of the Company during 
the course of the examination is acknowledged. 
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SCOPE OF EXAMINATION 


The examination was conducted pursuant to the authority granted by the participating states. A 
complete list of participating states and the applicable statutory authority for each state may be 
found in Appendix A. The experience period or scope covered in this report is January 1, 2005, 
through April 30, 2007, unless otherwise noted. The purpose of this examination is to determine 
compliance by the Company with the insurance laws and regulations of the participating states. 

The examination relied on the standards included in the NAIC’s Market Conduct Examiners’ 
Handbook and focused on the Company’s Complaint and Claim Handling practices and 
procedures. The Company was requested to identify the universe of files for each segment of the 
review. Based on the Company’s self-reporting, prior market conduct examination reports and 
the large population of data files identified, a random sampling of selected files based on certain 
criteria was utilized to select the files reviewed for this examination. 
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COMPANY HISTORY AND LICENSING 


Company Formation 

Conseco Senior Health Insurance Company is a stock life and health insurance company 
domiciled in the Commonwealth of Pennsylvania. The Company was originally formed in 
Pennsylvania on July 5, 1887, as a society for beneficial purposes named the Home Beneficial 
Society. Through Articles of Agreement filed with the Secretary of the Commonwealth of 
Pennsylvania on December 1, 1964, the Company was re incorporated as a stock limited life 
insurance Company and the name was changed to Signal Life Insurance Company. 

The Company changed its name in 1968 to Penn Treaty Life Insurance Company. Penn Treaty 
was suspended in January of 1970 and all of its business was reinsured by Pilgrim Life Insurance 
Company. The Company was subsequently sold and the suspension lifted. On June 10, 1976, the 
Company changed its name to American Travellers Life Insurance Company. In January 1977, 
Great Valley Investors, Inc. purchased all of the issued and outstanding shares of common stock 
of the Company. In November 1985, Great Valley Investors, Inc. changed its name to American 
Travelers Corporation. 

On December 17, 1996, Conseco, Inc. acquired American Travellers Insurance Company when it 
purchased American Travellers Corporation. Centralization of the common service functions 
moved to Carmel, Indiana in September 1997 with claims processing being performed in 
Chicago, Illinois until 2004. In 2004, claims processing also moved to Carmel, Indiana. 

In 1997, Conseco reorganized its holding company structure with American Travellers Insurance 
Company becoming a wholly-owned subsidiary of Jefferson National Life Insurance Company 
of Texas. In addition, Continental Life Insurance Company was acquired. On November 10, 
1997, American Travellers Insurance Company became the surviving entity in a merger with 
another Company, Transport Life Insurance Company. On November 2, 1 998 the name of the 
Company was changed to Conseco Senior Health Insurance Company. Effective September 30, 
1999, United General Life Insurance Company was merged with the Company. Continental Life 
Insurance Company was merged with the Company on October 1, 2000. 

On December 17, 2002 Conseco, Inc. filed for permission to reorganize under Chapter 1 1 
bankruptcy protection. Conseco, Inc. completed its reorganization and emerged from Chapter 1 1 
bankruptcy on September 10, 2003. In April of 2003, the Company ceased writing any new 
business. . 

Licensure 


A list of the participating states and the date the Company was authorized to conduct business in 
each state is included in Appendix A. The Company is authorized to do business in 46 states, the 
District of Columbia and the U.S. and British Virgin Islands. 
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Product Offerings 

As previously stated, the Company ceased writing new business in 2003. The inforce business is 
composed primarily of Long Term Care policies. Additional inforce products include specified 
disease policies, ordinary life insurance and individual annuities. 

In its December 31, 2006 annual statement filed with the NAIC, the Company reported 
nationwide premiums and annuity considerations for life insurance in the amount of $4,707,594, 
annuities in the amount of $11,310, and accident and health contracts in the amount of 
$334,169,054. There were 185,830 life insurance contracts, 264,317 individual accident and 
health policies, 5,881 group accident and health policies and 415 deferred annuities inforce as of 
December 31, 2006. According to the Company’s marketing materials, its primary focus is on 
reducing operating expenses and improving the efficiency of operations across all business 
functions. In December 2006, the Company announced the plan for reorganizing its back office 
operations with the intent of further decreasing operating expenses. Since the Company does not 
currently market new products and given that its predominant inforce business, Long Term Care 
has experienced significant losses, the Company has an impact on the ratings its affiliates receive 
from nationally recognized rating organizations. As of October 2, 2006, A.M. Best affirmed the 
financial strength rating of “B (Fair)”. 

Previous Market Conduct Examinations 


Prior to the initiation of this multistate examination, the Company had been the subject of 12 
Market Conduct Examinations conducted by a number of states from 2005 through 2007. 
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METHODOLOGY 


There are three general categories of sampling techniques used during examinations: generic, 
random sample and electronic. A "generic" review is conducted through an analysis of general 
data gathered by the examiner, or provided by the examinee in response to queries by the 
examiner. A "random sample" review is conducted through direct review of a random sample of 
files using sampling methodology described in the NAIC’s Market Conduct Examiners 
Handbook, An "electronic" review is conducted through the use of a computer program or 
routine applied to a download of computer records of the examinee. This type of review typically 
evaluates 100% of the records of a particular type. The sampling techniques used are based on a 
ninety-five percent (95%) confidence level. This means that there is a ninety-five percent (95%) 
confidence level that the error percentages shown in the various standards tested are 
representative of the entire set of records from which it was drawn. 

After utilizing a selection criteria representative of the percentage of claims paid/denied from 
each state, the sampling technique used in this examination was the random sample method. 

The focus of this multistate examination was on the Complaint Handling and Claims Handling 
(Paid and Denied) practices for Long Term Care Insurance. From a universe of 6,083 complaints 
representing all jurisdictions, the examiners randomly selected and reviewed 150 Complaints. 
From a universe of 423,337 Paid/Denied Claims, representing all jurisdictions, a selection 
criteria was utilized to select files from all jurisdictions based on the percentage of the actual 
number of claims paid/denied from each jurisdiction. As a result of the selection criteria utilized, 
a total of 1200 claim files were randomly selected for review. 

Examination Standards from the NAIC’s Market Conduct Examiners Handbook were applied to 
each of the areas tested. Observations, and recommendations where indicated are presented for 
each of the standards tested. Where compliance determination required more specific state 
timelines (days), the examiners applied the timelines applicable to Pennsylvania Regulations. 
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COMPANY OPERATTONS/MANAGEMENT 


Standard: Records are adequate, accessible, consistent, orderly and comply with record 
retention requirements. 


The examiners found the records were not adequate, accessible, consistent, orderly or compliant 
with record retention requirements. These observations apply to both the Complaint Handling 
review and the Claims Handling review portions of the examination. The examiners encountered 
some difficulty conducting file reviews due to missing or incomplete information in the 
complaint and claim files. Specific details regarding the complaint files and claim files are 
discussed in the appropriate sections that follow. 


Standard: The Company cooperates on a timely basis with examiners performing the 
examinations. 


The Company was provided five business days to respond to individual complaint files and 
individual claim file requests. Time extensions were granted for the Company to respond to 
many of the examiner requests. 
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COMPLAINT HANDLING 


The examination included two phases of Complaint Handling review. Phase I included the 
analysis of electronic complaint data. Phase II included a review of a random sample of 150 
complaint files. For the purposes of this examination, the examiners relied on the following 
NAIC definition of a complaint: “A complaint is a written communication primarily expressing a 
grievance.” 


Phase I - Analysis of Electronic Complaint Data 

2005-2006 

The examiners analyzed a file of complaint data received from Conseco Senior Health Insurance 
Company for the period January 1, 2005 through December 31, 2006. The file contained 4,926 
complaints received during the period under review. The examiners found that the Company 
failed to maintain complete and accurate complaint data as required for the 2005-2006 period. 

The Company was given specifications for submitting complaint data in the document entitled 
Multistate Examination Plan dated May 10, 2007. Appendix A, Section D of that document 
listed 19 data fields required for each complaint along with a description of what the data in each 
of those fields should represent. The examiners found that the Company did not submit the data 
as specified in the data call. The Company utilized the data field "CmpRes" to track the 
“Functional Area” involved in the complaint rather than the reason for the complaint and added 
the field "CmpRes2" to track the reason within the Functional Area identified in field "CmpRes”. 
The Company defined the data field, “CmpTmTp” as the “Complaint Inquiry Type” rather than 
for the manner in which the complaint was transmitted to the Company as outlined in the data 
call. 

The data was also found to be incomplete. The files did not have the Complaint Source 
(CmpSrc) data or Agent Code information. 

Data analysis indicates that Claims (48.7%) and Policyholder Information (30.0%) have the 
largest share of complaints by Functional Area followed by Policy Change Request (9.1%) and 
Premium/Biliing (9.0%). 

Long-Term Care (71.1%) comprised the largest share of complaints by coverage type followed 
by Home Health Care (24.2%) and Nursing Home (4.7%). 

Twenty-five states had 50 or more of the 4,926 reported complaints. This finding indicates that 
the Company’s complaints are not limited to certain geographic or demographic populations. 

Analysis of the files reveals that the average number of complaints per month dropped 
significantly from 2005 to 2006 and the total number of complaints in 2006 dropped by more 
than 50%. 
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The examiners note that each complaint record in the file corresponded to a unique Inquiry ID 
number. Review of the 4,926' total complaint records for 2005-2006 found that 1,216 (24.7%) 
complaints involved policy numbers associated with multiple Inquiry ID's. Analysis revealed the 
following: 456 policy numbers had 2 Inquiry ID's, 68 policy numbers had 3 Inquiry ID's, 17 
policy numbers had 4 Inquiry ID's, 5 policy numbers had 5 Inquiry ID's and 1 policy number had 
7 Inquiry ID's. 

"Claims" was listed as the “Functional Area” involved in 764 (62.8%) of these 1,216 records. 
Claims procedures, delays, denials and unsatisfactory settlements were listed as the reason for 
the complaint in 623 (81.5%) of the 764 complaints listed under the Claims function. 
Policyholder Information was identified as the “Functional Area” in 279 inquiries (22.9%) and 
Premium/Billing was identified as the “Functional Area” in 99 (8.1%) of the 1216 records 
reviewed. 

State Departments of Insurance (DOI) were identified as the "Inquiry Type" in 5 1 1 (42%) of the 
1,216 records associated with multiple Inquiry ID’s and Attorneys were identified as the "Inquiry 
Type" in 263 (21.6%) of the 1,216 records in this separate multiple Inquiry ID study. 

The Company does not capture complaints by the manner in which the complaints were 
received. The data field, “CmpTmTp", was defined by the Company as the "Complaint Inquiry 
Type." DOI Complaints were identified as the “Inquiry Type” in 33.7% of the 4,926 complaints. 
Consumer Complaints were identified as the “Inquiry Type” in 20.5% and some manner of 
Attorney involvement was identified as the “Inquiry Type” in 38.5% of the total complaints 
reported. 

The examiners conclude that such a high percentage of DOI and Attorney transmitted complaints 
are an indication that initial complaints are not timely and adequately resolved thereby resulting 
in a second complaint. This is borne out by the large number of policies (547) with more than 
one Inquiry ID. 

The Company's Resolution data inadequately describes the complaint disposition (i.e. 
"Developed Action Plan", "No Recommendation", "Reported to DOI", and "Responded to 
Complaint"). Three records show a Resolution of "Pending" for a specified reason but all three 
have corresponding resolution dates. The examiners found that 35.8% of the complaints were 
resolved in favor of the Complainant. A high percentage of reversed decisions is an indication 
that the Company's procedures may be inadequate. 

2007 

The examiners also analyzed a file of complaint data received from Conseco Senior Health 
Insurance Company for the period January 1, 2007 through April 30, 2007. The file contained 
1,157 complaints received during the period. 


Analysis of the submitted complaint data indicates that the Company’s claims handing practices 
and policyholder service procedures showed no marked improvement over the 2005-2006 period. 
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As with the 2005-2006 period, the Company failed to maintain complete and accurate 
information. 

Data analysis indicates that Claims (45.6%) and Policyholder Information (25%) have the largest 
share of complaints by Functional Area followed by Policy Admin Request (10.1%) and 
Premium/Biliing (9.4%). 

Long-Term Care (75.6%) comprised the largest share of complaints by coverage type followed 
by Home Health Care (19.6%) and Nursing Home (4.8%). 

Seventeen states had 20 or more of the 1,157 reported complaints. This indicates that the 
Company’s complaints are not limited to certain geographic or demographic populations. 

The average number of complaints per month for 2007 shows a significant increase compared 
with 2005 and 2006. During the first four months of 2007, the Company averaged 289 
complaints compared with 208 per month in 2006 and 228 per month in 2005 for the same 
period. 

The examiners note that each complaint record in the file corresponds to a unique Inquiry ID 
number. Review of the 1,157 total complaint records for 2007 found that 193 (16.7%) 
complaints involved policy numbers associated with multiple Inquiry ID's. Analysis revealed the 
following: 79 policy numbers had 2 Inquiry ID's, 9 policy numbers had 3 Inquiry ID's and 2 
policy numbers had 4 Inquiry ID's. 

"Claims" was listed as the “Functional Area” involved in 101 (52.3%) of these 193 records. 
Claims procedures, delays, denials and unsatisfactory settlements were listed as the reason for 
the complaint in 79 (78.2%) of the 101 complaints listed under the Claims function. 
Policyholder Information was identified as the “Functional Area” in 45 inquiries (23.3%) and 
Premium/Billing was identified as the “Functional Area” in 23 (11.9%) of the 193 records 
reviewed. 

“Consumer Complaint” was identified as the “Inquiry Type” in 69 (35.2%) of 193 records 
associated with multiple Inquiry ID’s. State DOI's were identified as the "Inquiry Type" in 57 
(29.5%) of the 1 93 records and Attorneys were identified as the "Inquiry Type" in 42 (2 1 .8%) of 
the 193 records in this separate multiple Inquiry ID study, 

The data field, “CmpTmTp”, was defined by the Company as the "Complaint Inquiry Type". 
DOl Complaints were identified as the “Inquiry Type” in 24.5% of the 1157 total complaints. 
Consumer Complaints were identified as the “Inquiry Type” in 42.5% and some manner of 
Attorney involvement was identified as the “Inquiry Type” in 25.6% of the total complaints 
reported at the time of the examination in 2007. 

The examiners conclude that a continued high percentage of DOl and Attorney transmitted 
complaints are an indication that the Company did not measurably improve its complaint 
handling procedures. Initial complaints were not timely and adequately resolved resulting in a 
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substantial number of policies (90) that already have more than one inquiry ID in the first four 
months of 2007. 

The Company's Resolution data inadequately described the complaint disposition (i.e. 
"Developed Action Plan", "No Recommendation", "Reported to DOI", and "Responded to 
Complaint"). 

There was no appreciable improvement noted in the Company’s complaint tracking procedures 
based on comparisons between the data submitted for the 2005-2006 periods and the data for the 
first four months of 2007. 


Phase II - Complaint File Sampling Review 

From the population of 6,083 complaints, a random sample of 150 complaint files was selected 
for review. During the examiners’ review of the complaint files, each file was evaluated to 
determine if the file met criteria in accordance with standards in the NA1C 's Market Conduct 
Examiners ’ Handbook. Where compliance determination required more specific state timelines 
(days), the examiners applied the timelines applicable to Pennsylvania Regulations. The specific 
standards and findings are summarized below. 

The examiners measured the completeness of the complaint files using an approach that a 
“complete” complaint file should provide empirical evidence to support the handling and 
outcome of the complaint. The evidence should, at a minimum, include the original copy of the 
insured’s complaint, the Company’s response and relevant documentation to support the 
handling of the complaint. Relevant documentation should provide the reader a clear and 
complete understanding of the insured's complaint and the steps the Company undertook to 
resolve the complaint. 

The Company provided the examiners 150 complaint files to review. Upon completing the initial 
review, the examiners determined that the majority of the files were incomplete and several 
requests for additional information were required in order for the examiners to ascertain the 
handling of the complaint. The Company stated that multiple systems and departments needed to 
be accessed or information has to be requested from them in order to provide all relevant 
documentation associated with each complaint. All documentation relevant to each complaint is 
not maintained in one file in any area of the Company. 

Upon review it was determined that 34 of the complaints were not complaints, but in fact were 
inquiries. When asked for an explanation, the Company responded that all correspondence is 
logged as a complaint and they have no means of differentiating an inquiry from a complaint. 
Additional complaint files were pulled to replace the files determined to be inquiries. 
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Standard: AH complaints are recorded in the required format on the company complaint 
register. 


An insurer is required to maintain a complete record of all the complaints received. The record 
must indicate the total number of complaints since the last examination, the classification of each 
complaint by line of insurance, the nature of each complaint, the disposition of each complaint, 
and the time it took to process each complaint. 

According to the Company and examination team observations, all complaints are logged into 
the Inquiry Database system known as the “IDB.” However, the Company does not maintain and 
update a formal complaint register. Additional documentation related to complaints is located in 
several other systems not directly connected by complaint number. 


Standard: The company has adequate complaint handling procedures in place and 
communicates such procedures to policyholders. 


The examination team did not find evidence that the Company provides information regarding its 
complaint handling procedures to policyholders. 


Standard: The company should take adequate steps to finalize and dispose of the 
complaint in accordance with applicable statutes, rules, regulations and contract 
language. 


The Company did not provide adequate documentation to demonstrate proper disposition of the 
complaint in 16 of the files reviewed. 


Standard: The time frame within which the Company responds to complaints is in 
accordance with applicable statutes, rules, and regulations. 


Pursuant to 31 Pa. Code § 146.5(a), the Company has ten working days to initially respond to 
complaints. Sixty-six of the files sampled contained response times greater than that allowed by 
regulation. 

In addition, the examination team noticed a trend in which the Company’s “Date Received” 
stamp, which is marked by the department that receives the document, does not coincide with the 
actual date the document was received at the Company as recorded by the mailroom. This 
occurrence was noted in 30 of the complaints sampled. 
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CLAIM HANDLING 


From a universe of 423,337 Paid/Denied Claims, representing all jurisdictions, selection criteria 
for the claim sampling was developed to select files from all jurisdictions based on the 
percentage of actual number of claims paid/denied from each jurisdiction, A total of 1 ,200 claim 
files were randomly selected for review. During the course of the examination and after 
reviewing 75 paid claim files and 250 denied claim files, it became apparent that any further 
review and findings of the remaining sampled claim files would be redundant. The Lead States 
and the Company agreed that the findings in the reviewed files, along with the Company’s self- 
reported findings would be sufficient to verify the Company’s claims compliance issues. 

During the examiners’ review of the claim files, each file was evaluated to determine if the file 
met criteria in accordance with standards in the NAlC’s Market Conduct Examiners' Handbook. 
Where compliance determination required more specific state timelines (days), the examiners 
applied the timelines applicable to Pennsylvania Regulations. The specific standards and findings 
are summarized below. 


Standard: The initial contact by the company with the claimant is within the required 
time frame. 


The Company created a system in August 2005 that automatically generates an acknowledgment 
letter upon the receipt of a claim. This acknowledgment letter is a form letter and does not 
include the assigned claim number. Therefore, when a claimant submits more than one claim to 
the Company, it has no way of identifying to which claim the acknowledgement letter pertains. 
Many of the claim files produced in 2005 do not have acknowledgement letters. Automatically 
generated acknowledgement letters were often not included in the files provided to the 
examiners. 

The examiners found that the Company did not acknowledge receipt of a claim within the 
required time frame of ten days in 37% of the Paid Claims files and 2 1 % of the Denied Claims 
files reviewed for the entire examination period. 

The Company’s compliance with the required time frame for acknowledging claims has 
improved from 2005 to 2007. 


I Standard: Investigations are conducted in a timely manner. 

Based on the examiners review of the Paid Claim files, the Company did not always complete a 
claims investigation within 30 days. In many instances the Company bundled claims together 
and paid them under a single claim. This process resulted in delays in payment. The Company 
also assigns ‘holds’ to claim payments that cause numerous delays in claim handling. 
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In instances where a claim was not resolved in 30 days, and the Company continued its 
investigation, the examiners did not find evidence of correspondence or status letters from the 
Company to the claimant or provider informing them that additional time is needed to resolve the 
claim. 


Standard: Claims are settled and paid in a timely manner as required by statutes, rules 
and regulations. 


The examination team determined that deficiencies in the Company’s claim handling processes 
and procedures contribute to delays in adjudicating claim files. These deficiencies include: 

• Conflicting Date Received information (the Company records the date received as the 
date the claim is scanned into the Company’s system and not by the actual date it is 
received by the Company). 

• Multiple claim numbers opened and dosed per event. 

• Claims are bundled together and paid under one claim. 

, • Claims are opened in error and left open for an unspecified period of time. 

• Duplicate claim payments. 

• The Company rejecting claims that do not include Daily Progress Notes, itemized bills 
and the provider’s license. 

• Inappropriate use of ‘pended’ or ‘hold’ claim status in the BICPS system resulting in 
delays in the claim handling process. 

• The Company’s inability to pay and deny a claim on the same claim number, therefore, 
requiring the adjuster to open another claim number to settle the claim. 

The examiners found that the Company did not pay or deny claims within the required time 
frame of 15 working days in 47% of the Paid Claims files and 44% of the Denied Claims files 
reviewed for the entire examination period. 


I Standard: The company responds to claim correspondence in a timely manner. 

The initial claim review noted several files containing claimant correspondence with the 
Company in addition to the proof of loss. In most instances, the only acknowledgment of the 
communication by the Company was the acknowledgement letter, claim payment or denial letter. 

The Company records the Date Received as the date the claim is scanned into its own database 
and not the actual day the claim is received by the Company. This practice allows for many 
inconsistencies in the reporting of the date a claim is received. This process also contributes to 
numerous delays in claim handling. 

The examiners found that the Company did not date stamp pertinent information in 62% of the 
Paid Claims files and 41% of the Denied Claims files reviewed for the entire examination period. 
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The Company’s accuracy in reporting the actual Date Received for Paid Claim files has 
increased from 2005 (28%) to 2007 (77%). 

The Company’s accuracy in reporting the actual Date Received for Denied Claim files has 
increased from 2005 (57%) to 2007 (59%). 

The Company records “Holds” on its BICPS screens, the Company’s tool for tracking the 
progress and closing of claims. When a Hold is placed on a claim, the adjuster is supposed to 
provide an explanation for the Hold in the comments area of the screen. However, after the claim 
is closed these comments are deleted, thus preventing the examiners from learning why the Hold 
was originally placed on a claim. The Hold directly affects the release of claim payments and the 
claim adjudication process. ' 


[Standard: Claim files are adequately documented. ~ 

Based upon the examiners’ review of the Paid and Denied Claim files, the majority of the files 
were not adequately documented. Many of the Denied Claim files were missing the notice of the 
claim, claim form(s), copies of the Explanation of Benefits (EOB’s), correspondence relating to 
the release of claim payments or denials, and other documentation (paper or electronic) to 
support the claim handling activities. The Paid Claim Files were missing the notice of the claim, 
claim form(s), bills, copies of the EOB’s, copies of claim checks/drafts, correspondence relating 
to the release of claim payments or denials, and other documentation (paper or electronic) to 
support the claim handling activities. 

The examiners found that the Company did not retain adequate claim handling documentation in 
the claim files reviewed. 


Standard: Claim files are handled in accordance with policy provisions and state law. J 

The Denied Claims review consisted of a review of Company reports and denied claim files. 
Due to multiple claim system constraints and the assignment of multiple claim numbers for the 
same service or event, the predominant finding was that claims were often initially denied for 
various reasons such as lack of information or documentation, but ultimately paid. Claim issues 
related to the denial of claims, indicates a need for further Company analysis of such claim 
denials and potential remediation for any identified errors related to: activities of daily living; 
covered persons, covered conditions, covered services timely submission of proofs of loss; 
waiver of premium, covered facilities, pre-existing conditions, advanced billings, and complete 
proofs of loss. 

The Company offers several Long Term Care and Home Health Care policy forms that feature a 
Restoration of Benefits provision. This provision restores a claimant’s maximum benefit under 
his/her policy when the claimant no longer requires qualified Long Term Care services for 180 
consecutive days for the same cause or causes for which a previous Period of Expense began. 
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During the review of Denied Claims the examiners found that when the maximum benefit was 
paid under a contract containing this provision, the Company’s letter accompanying the final 
payment inadequately advised claimants of the Restoration of Benefits feature when available to 
the policyholder. In the denial letters sent by the Company to the insured when a maximum 
benefit had been paid under a contract, it instructs the insured to, “Please refer to your policy 
schedule page. If you feel there are other facts that we should consider, please write: Conseco 
Senior Health Insurance Company, Claim Review Department, at the above address.” The letter 
should also advise the policyholder that he or she could be entitled to future benefits under a 
restoration of benefits provision in their contract. 


Page 19 of 24 



453 


CONCLUSION 


The examination was conducted by H. Brian Maynard, Craig Jackson, Susanna Stevens, Sean 
Connelly, Brian Dunn and Debra Boothby, and is respectfully submitted. 

r no £?C-. 


H. Brian Maynard 

Market Conduct Examiner-in-Charge 



Cynthia M Amann 

Market Conduct Supervising Examiner 
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RECOMMENDATIONS 


The recommendations made below identify and summarize the corrective measures the lead 
states find necessary to address the issues and concerns found and detailed in the Report. These 
recommendations are general in nature. For a more detailed corrective action plan, refer to the 
settlement agreement document. The listing of these recommendations does not take into 
consideration any actions that the Company has initiated subsequent to the examination period. 

1 . The Company must review and revise current complaint handling policies and procedures 
to collect, maintain and retain appropriate documentation. The Company’s policies and 
procedures should ensure compliance with record retention statutes, rules and regulations 
of each specific state. 

2. The Company must maintain a formal complaint register. The register must contain 
sufficient data to ensure compliance with complaint retention statutes, rules and 
regulations of each specific state. 

3. The Company must review and revise complaint handling policies and procedures to 
communicate complaint procedures to the policyholders, to address all issues of a 
complaint and to address these issues in a timely and proper manner. The Company’s 
policies and procedures should ensure compliance with complaint handling statutes, rules 
and regulations of each specific state. 

4. The Company must review and revise claim processing procedures to ensure that claims 
files are properly and accurately documented and maintained in their entirety, including 
any adjuster comments made throughout the adjudication process. The Company’s 
policies and procedures should ensure compliance with claim documentation and 
maintenance statutes, rules and regulations of each specific state. 

5. The Company should develop and implement procedures to ensure compliance with the 
time requirements for acknowledgment of claims and claims correspondence. The 
Company’s policies and procedures should ensure compliance with claim handling 
statutes, rules and regulations of each specific state. 

6. The Company must develop and implement procedures to ensure that claim investigations 
are completed timely and if additional investigation is required, to provide the claimant 
appropriate status letters to explain the reason for the delay. 

7. The Company must review and revise procedures to ensure that claims are settled and 
paid timely. The Company’s policies and procedures should ensure compliance with 
claim handling statutes, rules and regulations of each specific state. 

8. The Company must review and revise procedures to ensure ail claims are adjudicated 
properly. If the claim is denied, the claimant is provided a proper explanation and denial 
reason according to contract provisions and claim handling statutes, rules and regulations 
of each specific state. 


Page 21 of 24 



455 


APPENDIX A 

The following is a list of states and the state’s applicable statutory authority for conducting an 
examination. 


PARTICIPATING STATE 

EXAMINATION AUTHORITY CITE 

ALABAMA 

ALA. CODE §§27-2-20 through 27-2-27 

ALASKA 

ALASKA STAT. §§21 .06. 120 through 21.06.170 

ARIZONA 

ARIZ. ADMIN. COMP. R20-6-1701 through R20-6-1704; ARIZ. 
REV. STAT. ANN. §§20-142, 20-156 through 20-160. 

ARKANSAS 

ARK. CODE ANN. §§23-61-201 through 23-61-302 

CALIFORNIA 

CAL. INS. CODE §§730 through 738 

COLORADO 

COLO. REV. STAT. §§10-1-201 through 10-1-207 

CONNECTICUT 

CONN. GEN. STAT. §38a-I4; CONN. GEN. STAT. §38a-8 

DELAWARE 

DEL. CODE ANN. tit. 1 8 §3 1 8 through 330 

DISTRICT OF COLUMBIA 

D.C. CODE §§31-1401 through 31-1407 

FLORIDA 

FLA. STAT §§624.316 through 624.322 

GEORGIA 

GA. CODE ANN. §§33-2-11 through 33-2-16 

HAWAII 

HAWAII REV. STAT. §§431:2-301 through 431:2-308 

IDAHO 

IDAHO CODE §§41-219 through 41-230 

ILLINOIS 

215 ILL. COMP. STATS. 5/132.1 through 5/132.7 

INDIANA 

IND. CODE §§27-1-3.1-1 through 27-1-3.1-18 

IOWA 

IOWA CODE §§507.1 through 507.17 

KANSAS 

KAN. STAT. ANN. §§40-222 

KENTUCKY 

806 KY. ADMIN. REGS. §2:1 10; KY REV. STAT §§304-2.210 
through 304.2-300 

LOUISIANA 

LA. REV. STAT. ANN. §§22:1301 through 22:1302 

MAINE 

ME. REV. STAT. ANN. tit. 24-A §§221 through 228 

MARYLAND 

MD. ANN. CODE Ins. §§2-205 through 2-215 

MASSACHUSETTS 

MASS. GEN. LAWS ch. 175 §4 

MICHIGAN 

MICH. COMP. LAWS §500.222 

MINNESOTA 

MINN. STAT §60A.031 

MISSISSIPPI 

MISS. CODE ANN. §§83-5-201 through 83-5-207 

MISSOURI 

MO. REV. STAT. §§374.202 through 374.207 

MONTANA 

MONT. CODE ANN. §§33-1-401 through 33-1-413 

NEBRASKA 

NEB. REV. STAT. §§44-5901 through 44-5910 

NEVADA 

NEV. REV. STAT. §§679B.230 through 679B.300 

NEW HAMPSHIRE 

N.H. REV. STAT. ANN. §400-A:37 

NEW JERSEY 

N.J. REV. STAT. §§17:23-20 through 17:23-26 

NEW MEXICO 

N,M. STAT. ANN. §§59A-4-4 through 59a-4-2I 

NEW YORK 

N.Y. INS. LAW §§309 through 313 

NORTH CAROLINA 

N.C. GEN. STAT. §§58-2-131 through 58-2-136 

NORTH DAKOTA 

N.D. CENT. CODE §§26. 1 -03- 1 9. 1 through 26.1-03-19.7 

OHIO 

OHIO REV. CODE ANN. §§3901.07 through 3901.071; 

§3901.045; §3901.36 
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OKLAHOMA 

OKLA. STAT. tit. 36 §§309.1 through 309.7 

OREGON 

OR. REV. STAT. §§73 1 .300 through 73 1 .3 1 6 

PENNSYLVANIA 

PURDON STATUTES: 40 P.S. §5323.1 through 323.8 

RHODE ISLAND 

R.I. GEN. LAWS §§27-13.1-1 through 27-13.1-7 

SOUTH CAROLINA 

S.C. CODE ANN. §§38-13-10 to 38-13-60 

SOUTH DAKOTA 

S.D. CODIFED LAWS ANN. §§58-3-1 through 58-3-27 

TENNESSEE 

TENN. CODE ANN. §§56-1-408 through 56-1-413; TENN. 

CODE ANN. §56-1-401 

TEXAS 

CHAPTER 75 1 OF THE TEXAS INSURANCE CODE 

UTAH 

UTAH CODE ANN. §§31A-2-203 through 31 A-2-205; UTAH 

INS. REG. R 590-150-1 through 590-150-4 

VERMONT 

VT. STAT. ANN. tit. 8 §§3563 through 3576 

VIRGINIA 

VA. CODE §§38.2-1317 through 38,2-1321.1 

WASHINGTON 

WASH. REV. CODE ANN. §§48.03.010 through 48.03.075; 
§48.02.065 

WEST VIRGINIA 

W.VA. CODE §33-20-12; W.VA. REGS. §§114-15-1 through 
114-15-8 

WISCONSIN 

W1S. ADMIN. CODE §INS.50.50; WIS. STAT. §§601.43 through 
601.45 

WYOMING 

WYO. STAT. §§26-2-1 16 through 26-2-131 
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COMPANY RESPONSE 
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Conseco Senior Health Insurance Company 
11825 N. Pennsylvania Street 
Cannel, IN 46082-1911 


March 20, 2008 

Mr, Daniel A. Stemcoslcy 
Market Conduct Division Chief 
Commonwealth of Pennsylvania 
Insurance Department 
Bureau of Enforcement 
1326 Strawberry Square 
Harrisburg, PA 17120 

Re: Pennsylvania Examination Warrant Number: 07-M12-032 

Report of the Market Conduct Examination of 
Conseco Senior Health Insurance Company 

Dear Mr. Stemcosky: 

Please accept this letter as the response of Conseco Senior Health Insurance Company (“Conseco 
Senior” or the “Company”) to the Examination Report dated February 22, 2008. We request that 
this letter be included in any public dissemination of the Examination Report to allow readers of 
the report to have an understanding of our response to the findings contained therein. 

As discussed in this letter and in the attachment hereto, we are confident we have effectively 
addressed or are addressing the findings identified in the Examination Report. As we have 
discussed previously with you and other representatives of the Pennsylvania Insurance 
Department, we plan to resolve all remaining issues through the implementation of a national 
multilevel improvement plan. Many aspects of this plan have been implemented and other 
portions of the plan will be implemented as agreed in the Regulatory Settlement Agreement 
executed by Conseco Senior, Conseco Senior’s affiliate Bankers Life & Casualty Insurance 
Company, the Commissioner of the Florida Office of Insurance Regulation, the Director of the 
Illinois Division of Insurance, the Commissioner of the Indiana Department of Insurance, the 
Commissioner of the Pennsylvania Insurance Department, and the Commissioner of the Texas 
Department of Insurance (collectively “Lead Regulators”). 

Specifically, we remain committed to improving our claim adjudication process, including the 
quality of our claims review, the speed with which the review is conducted, and the manner in 
which we keep claimants informed of the status of their claim throughout the process. We are 
also committed to improving our complaint handling processes. To this end, we have made 
changes in our management team, reorganized our claims and complaint handling staff and 
reporting structures, invested in new systems, undertaken audits, increased our training, retained 
new consultants, and demonstrated to staff the Company’s firm commitment to compliance and 
best practices. Many of these enhancements have been in place for some time or are under way. 
These enhancements are discussed more felly in Exhibit A to this letter. 
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Because you and tbe other Lead Regulators have agreed to work with us to develop and 
implement plans to address the issues identified during the examination, we have chosen not to 
exercise oux right under 40 P.S. § 323.5 to submit detailed rebuttals and objections to any of the 
findings set forth in the Examination Report. However, the Company has identified concern in 
some instances regarding the applicability of certain Pennsylvania insurance laws to some of the 
alleged violations noted hi the Exam Report. Although our decision not to submit such 
objections should not, and we understand will not, be construed as an admission of any of the 
findings set forth in the examination report, we acknowledge that certain aspects of the 
Company’s complaint handling and claims handling processes can be improved. 

Despite our concerns with certain provisions of the Examination Report, like you and your 
colleagues, we believe market conduct examinations serve a useful purpose by identifying areas 
in which business processes can be improved. In this instance, we believe that the examiners 
have identified certain areas where we can improve upon our service to our policyholders. We 
are committed to investing the necessary resources to bring about that improvement and look 
forward to working with you in developing and implementing an improvement plan for all 
jurisdictions that choose to participate in this process. 

Thank yon for your attention to this matter. 

Sincerely, 



W. Mart Johnsdn 

SVP, Chief Compliance Officer 

Conseco Senior Health Insurance Company 

Enclosure 

cc: Mr. Dennis Shoop (w/enclosures) 

Mr. Terrance Keating (w/enclosures) 
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Step up. ,u 


Conseco Senior Health Insurance Company 
Summary of Improvement Plan 

OBJECTIVES AND RESULTS TO DATE 

One of the objectives for this National Improvement Plan is to strengthen compliance in all areas 
connected to long term care claims, and, in particular to improve claims handling, complaint 
handling, and customer satisfaction. 

In 2006, the Company developed a LTC Vision Strategy that focused on: 

♦ Improved accuracy of initial claim decisions and recertification of active claims 

♦ Clear, timely telephonic and written communication with customers 

♦ Simplified customerprocesses 

♦ Significant reduction in claim turnaround times and inventory levels 

♦ Significant improvement in call center service 

♦ Consistent compliance with claim handling and complaint handling regulations 

♦ Improved technology platform 

♦ Improved training, root cause analysis of errors, and focused development of skills 
throughout Operations 

♦ Improved management reporting to better enable management of the business 

Since then, and as discussed below', the Company has implemented, or developed plans to 
implement, numerous process and control improvements relating to the administration of its 
Long Term Care policies. To accomplish these objectives, the Company has invested over $10 
million and 40,000 hours of its resources' time. A chart showing the detail on the amounts spent 
and the amounts slated for future expenditure is attached herewith as Appendix A. 

SUMMARY OF IMPROVEMENT PLAN ACTIVITIES 

Although the specific changes to standards, processes, and procedures are too complex to be 
stated in this document, generally, we have made changes in our management team, re-organized 
our claims and complaint handling staff and reporting structures, invested in new systems, 
undertaken audits, increased our training, retained new consultant, and demonstrated to staff the 
company's commitment to compliance and best practices. 
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Hie following is a list of the major changes to be implemented by the Company, including 
information regarding the current estimate of implementation date. These actions are grouped by 
major subject area, allowing the items to be reviewed in relation to the specific Company process 
under review. However, several subject areas may apply to a single, complex company process. 

I. Claims Adjudication 

A. Reorganization 

(1) As the result of a national search, hired senior management from outside the 
Company with significant Long Term Care (LTC) experience (Fall 2006) 

(2) Partnering with LTC Group (LTCG), a proven and experienced LTC administrator for 
administration and system platforms. System and sourcing contract signed Fall 2007 

(3) Claims team reorganized into specialized functions so that resources focused on 
particular parts of the process, enabling faster training, improved accuracy and 
streamlined approach (Spring 2007) 

(a) Claims Support - gather requirements needed for making a decision, send 
verbal and written notice and follow-ups to providers and policyholders, send 
claim forms 

(b) Claims Adjusters - analyze proof of loss documents gathered by Claims 
Support, review against policy language, recommend claims decisions, present 
potential denials to claim review committee 

( c) Claims Examiners - review recommended claims decisions and pay claims 

(4) Developed Claim Review and Support Team 

(a) Claim Review Team - Manages escalated issues; researches problems with 
benefits; facilitates the formal appeals process; responds to policyholder 
complaints (Spring 2007) 

(b) Claim Review Committee - consists of cross-functional representatives of 
company; reviews all recommended denials decisions; reviews complex cases and 
reviews recommended recertification closures (Summer 2007) 

( c) Audit -experienced adjusters currently review: all denied claims; all claims 
over $ 1 0,000; all claims adjudicated by newly- hired adjusters; and a random 
selection of 3% of all claims released the previous day. Audit- the- auditor 
process implemented (Fall 2006) 
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B. Adjudication Best Practices 

(1) Engaged consultants, including LTC Group (LTCG) and LifePlans, to review then 
current adjudication procedures and recommend best-in- practice procedures (Fall 2006) 

(2) Claims divided into two categories: Initial vs. Continuation (Spring 2006). Focus on 
setting up Initial Claim correctly so that Continuation claim adjudication (80% of claims 
processed ) is easier and less time consuming 

(3) Began implementation (Spring 2007) - Initiated proactive approach to claimant 
service - emphasis on clear, timely telephonic and written communication with claimants 
to expedite the collection of necessary documents and to more dearly explain reasons for 
denial 

(4) Implemented new, more accurate cognitive questionnaire, information referral 
services (offers solutions to individuals not qualifying for policy benefits), and non- 
interruption of services process (if certification of care expires, benefits continued while 
company re-evaluating eligibility) (Summer 2007) 

(5) Outsourced managed care to LTC Group (Spring 2007) 

(6) HHC initial claims processed by LTC Group using their system, LTCAS - allows for 
claim set up and processing on a superior claims system (Fall 2007) 

(7) Other Best Practices - the elimination of prior claim payment review for each 
adjudication; improved accuracy, consistency and timeliness of claim decisions in 
accordance with policy contract language; changed Mail to Claim process, stopped 
rejecting advance bills and began pending claims while awaiting needed proofs of loss; 
potential Waiver of Premium benefit eligibility documented in Company’s claim system 
(BICPS) at initial claim (Spring 2007) 

(8) LTC Group Claims Migration Effort - initiative to migrate all claims to the LTCG 
system with a 1Q09 target date. Will establish sustainable, consistent platform to enhance 
Conseco’s ability to process claims accurately and in compliance with state requirements 

(9) Correspondence Codes (T-Codes) reviewed and narrowed to allow for adjuster use of 
only the most accurate Codes, resulting in more accurate and appropriate claims (paid 
and denied) communications to claimants. Daily management reports (planned 1Q08 1 ) 
will disclose use of unapproved Codes 

(10) Adjuster training, increased experience, and narrowed use of Correspondence Codes 
will enhance and result in more accurate explanation of benefits (Summer, Fall 2007, 
Winter 2008) 


1 All future dates are targets that reflect the Company’s current implementation plans. The target dates are subject 
to modification due to the happening of external events that could cause a delay. If it becomes evident to (he 
Company that a target date must be extended, the Company will advise the Lead Regulators of the need for such an 
extension. 
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(11) Migration of claims to LTC Group system will result in claims generating LTC 
Group explanations of benefits forms (planned completion 1Q09) 

(12) Claims documents generated from claims systems (BICPs) to be automatically 
retained in Company’s policyholder file (Filenet) resulting in the enhanced retention and 
easier access of all pertinent claims documents (planned 1Q08) 

(13) Interest Calculator (planned 1QQ8) - will ensure accurate calculation and application 
of interest on pended claims 

(14) Plan Code Repository (planned 1Q08) - will provide adjusters with a single source 
of information to identify all policy benefits and state mandates 

(15) Accumulator — (planned lQ08)-will, among other things, provide a semi- 
automated tool to determine the accumulated benefits paid on policies 


C. Monitoring 

(1) New Management Reports (Winter 2007) - tracks timeliness of claim processing by 
state and by process. Enables management to track work and ensure that adjusters are 
completing work according to each state’s specific timeliness requirements 

(2) New Monthly Core Metric Reports (Spring 2007) - tracks service levels with 
historical trends. Enables management to monitor the key metrics and ensure continual 
improved progress on service levels. Includes measures audit performance by payment 
and procedural accuracy 

(3) Automated Workflow Development (AWD) follow- up tracking (planned 1Q08) - 

will allow for the tracking of claims follow-up requests for additional information on 
pended claims in accordance with state requirements. AWD is a workflow distribution 
system . ' 

(4) Standardized Managements Reports (planned 1Q08)- 3 tiers of claims data geared 
specifically to senior management, operations management specific to their areas of 
responsibility, and supervisors specific to their teams 


D. Adjuster Training 

(1) New hire personnel receive comprehensive training (Summer 2007) 

(2) Training is specialized by technical complexity 

1 st tier - class room instruction 

2 Ild tier - model production environment 

3 rd tier - live production environment 
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(3) New hire trainee work product is audited 1 00% 

(4) Training is conducted by claims experienced adjusters, adult education and training . 
and development professionals 


II. Call Center 

(1) New class of representatives trained and on floor with specialized responsibilities 
(Summer 2007) 

(2) As the number of claims in inventory has dropped, the Average Speed to Answer 
(ASA) has improved 

(3) When a call is made to the Call Center, callers now have the option at the outset to 
identify their call as being "claims related" or "other". Implementation of this "Call 
Split" allows for improved quality and time of service (Summer 2007) 


III. Complaint Handling 

(1) DOI and attorney complaints handled by specialized staff including several former 
adjusters reporting to an attorney 

(2) Increased policyholder complaint handling staff from 3 up to 8 (Summer 2007) 

(3) Adoption of standard definition of “complaint” across the enterprise to ensure 
complaints are captured consistently (Summer 2007) 

(4) Enhanced Complaint Handling Processes 

• Ail LTC Complaints/Inquiries entered into complaint register (IDB) upon receipt 

• Items researched thoroughly by specialized complaint handling team to address , 
all issues raised 

• Complete response prepared and sent to audit 

• IDB documented throughout process 

• All responses go through audit process to ensure completeness and accuracy 

• Finalized response sent to complainant within Company standard response times ' 
(based on state regulatory requirements) 

(5) Complaint Register (“Inquiry Database” or “IDB”) enhanced to allow for better root 
cause analysis, monitoring and trending and training (Fall 2007) 

• Complaints vs. Inquiries identifiable 

• Source of complaints readily available 

• Limited and standardized root cause definitions to ensure consistent records 
(based uponNAIC model and state regulatory requirements) 

• Identification of complaints as justified/unjustified (based on state regulatory 
requirements) 
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* Reporting/querying capabilities on all data elements captured in database allows 
for in depth trending analysis 

( 6 ) Improved Documentation of Complaint files through use of ISRA system 

(7) The Company is currently developing and implementing a standard audit criterion on 
all responses including auditing for complaint record accuracy for all records 

(8) The Company is currently developing and implementing standard trending metrics to 
monitor complaint turn around times, volumes and root causes 


IV. Systems Migration to LTCG 

(1) Claims Conversion planned for 1Q09 

(2) First Policy Administration Conversion planned for 4Q09 

(3) Second Policy Administration Conversion planned for 2Q10 
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Appendix to Exhibit A: 

Conseco LTC: Key improvement Timeline 


8/07 




- Changed lookback procedures 
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IN THE MATTER OF 

CONSECO SENIOR HEALTH INSURANCE COMPANY 
AND 

BANKERS LIFE & CASUALTY COMPANY 
REGULATORY SETTLEMENT AGREEMENT 

INTRO: 

This Regulatory Settlement Agreement (“Agreement”) is entered into as of this 30 th day 
of March 2008 (“Execution Date”), by and among Conseco Senior Health Insurance Company 
(“Conseco Senior”), Bankers Life and Casualty Company (“Bankers Life”) (collectively the 
“Insurance Companies”), the Commissioner of the Florida Office of Insurance Regulation, the 
Director of the Illinois Division of Insurance, the Commissioner of the Indiana Department of 
Insurance, the Commissioner of the Pennsylvania Insurance Department, and the Commissioner 
of the Texas Department of Insurance, (collectively the “Lead Regulators”), and the insurance 
regulators of each of the remaining states and the District of Columbia that agree to adopt this 
Agreement (the “Participating Regulators”) (the Lead Regulators and Participating Regulators 
are collectively referred to herein as “Signatory Regulators”). 

A. RECITALS 

1. Conseco Senior is a Pennsylvania corporation and, at all relevant times, 
has been a licensed insurance company admitted to do business in 46 states, the District of 
Columbia and the U.S. Virgin Islands. 

2. Bankers Life is an Illinois corporation and at all relevant times has been a 
licensed insurance company admitted to do business in ail states except the State of New York, 

3. The Insurance Companies are subsidiaries of Conseco, Inc., a Delaware 
corporation with its principal place of business in Carmel, Indiana. 
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4. On April 10, 2007, the Lead Regulators called a multistate targeted market 
conduct examination of the Insurance Companies (the “Multistate Examination”) to review the 
Insurance Companies’ claims practices and procedures, complaint handling, and marketing and 
sales practices pursuant to the procedures established in the NAIC Market Conduct Examiners 
Handbook, 

5. As a result of the Multistate Examination, the Lead Regulators engaged in 
discussions with the Insurance Companies with respect to multistate areas of regulatory concern 
raised by the Multistate Examination, a plan of corrective actions by the Insurance Companies to 
address those concerns for the benefit of the Insurance Companies’ current and former 
policyholders and insureds, and a means of providing for the enforcement of such a plan. After 
extensive discussion, the Insurance Companies agreed to a plan of corrective actions to be set 
forth in this Agreement. 

6. Contemporaneously with the execution of this Agreement, separate 
examination reports concerning the Multistate Examination of the respective Insurance 
Companies are being released that contemplate the execution of this Agreement and/or the entry 
of consent orders where necessary under the law or practice of a particular Participating 
Regulator’s jurisdiction (“Examination Reports”). The Insurance Companies neither admit nor 
deny the regulatory findings and desire to enter into this Agreement in order to promote 
regulatory efficiency, and avoid disruption to insureds, and are willing and desirous to resolve all 
multistate areas of regulatory concern. The Insurance Companies’ execution of this Agreement 
is not to be construed as, nor does it constitute, an admission of liability or wrongdoing by the 
Insurance Companies. 
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B. MULTISTATE AREAS OF REGULATORY REVIEW 

1. The Multistate Examination identified certain areas of concern that the 
Insurance Companies have agreed should be subject to review on a collaborative basis for the 
benefit of the Participating Regulators (the “Multistate Areas of Regulatory Review” (“Exhibit 
A”)). The Multistate Areas of Regulatory Review include, inter alia , claims and complaint 
handling practices for Conseco Senior and Bankers Life related to Long Term Care, and 
complaint handling and marketing practices for Bankers Life for all lines of business. 

2. The Multistate Areas of Regulatory Review may, upon the mutual consent 
of the Lead Regulators and the Insurance Companies, be amended to include additional areas of 
review that may arise during the term of this Agreement as provided for in paragraph D.9, infra . 
(“Term”). 

3. After the Effective Date, a Signatory Regulator may seek to add an 
additional area of review by bringing it to the attention of the Lead Regulators with supporting 
documentation. The Lead Regulators, in consultation with and the agreement of the Insurance 
Companies, may add the additional area of review to the Multistate Areas of Regulatory Review 
and develop appropriate standards to determine compliance with this Agreement. 

C. CORRECTIVE ACTION PLANS 

1. The Insurance Companies shall develop Corrective Action Plans 
(“Corrective Action Plans”), acceptable to the Lead Regulators. The Corrective Action Plans 
shall, as applicable, consist of plans designed to, inter alia , ensure full and timely achievement 
of the Claims Readjudication Process (described in Exhibit B), full and timely achievement of 
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each of the Benchmarks as applied on a nationwide basis, (see Exhibit C) and full and timely 
implementation of all recommendations (“Recommendations”) in the Examination Reports. 

2. The Insurance Companies have agreed to adopt and comply with all 
Recommendations of the Lead Regulators as set forth in the Examination Reports and to 
implement Corrective Action Plans to address the Multistate Areas of Regulatory Review. The 
Recommendations require the Insurance companies to accomplish, inter alia , the following: 

a. implementation of changes to the Insurance Companies’ claims 
and complaint handling procedures and standards to ensure that they are timely, appropriate and 
that they are otherwise compliant with applicable state laws; 

b. establishment of a compliance plan for marketing activities of 
Bankers Life to ensure that its producers comply with applicable state laws and that Bankers Life 
has sufficient oversight to monitor, document and enforce such practices, in compliance with all 
applicable state laws. 

3. Except as otherwise provided herein, the Insurance Companies shall 
commence implementation of the Recommendations within thirty (30) calendar days of the 
Effective Date. 

4. Compliance with the Recommendations includes, but is not limited to, 
satisfying the Benchmark ratios reflected in the Insurance Companies' Corrective Action Plans 
relating to claims handling and complaint handling practices, and which shall be applied on a 
nationwide basis. The Insurance Companies shall fully achieve timely compliance with each of 
the Benchmarks within each of the applicable timeframes contained in its Corrective Action 
Plan(s). 
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5. Claims Readiudication Process . Conseco Senior shall develop a Claims 
Readjudication Process, acceptable to the Lead Regulators, to ensure remediation to disaffected 
policyholders where appropriate, and in compliance with the processes established in Exhibit B, 
attached hereto. 

6. Marketing and Sales Practices . As part of the Corrective Action Plan, 
Bankers Life shall develop policies and procedures for its sales and marketing practices, which 
are acceptable to the Lead Regulators and are designed to: 1) ensure that Bankers Life fully and 
timely meets the complaint handling Benchmarks reflected in Exhibit C; and 2) otherwise ensure 
compliance with the Recommendations including but not limited to improving Bankers Life’s 
marketing and sales practices. Bankers Life’s plan shall place particular emphasis on and 
address: enhancements to producer training programs, elimination of producer transaction 
thresholds for disciplinary actions, and attenuating local or regional sales managers and agencies 
from local compliance responsibilities. Under the Corrective Action Plan, Bankers Life shall 
also review producer activity for calendar years 2005 through 2007, identify all producers 
terminated in that period, determine and identify those who should have been terminated “for 
cause” and provide a report of such to the Lead Regulators pursuant to the ongoing examination 
described in paragraph D.2 of this Agreement. 

D. MONITORING 

1 . The Lead Regulators, on behalf of and for the benefit of the Participating 
Regulators, shall monitor the Insurance Companies’ compliance with this Agreement and any 
Consent Order to which it is attached. Compliance with the Agreement will be measured 
according to the Insurance Companies’ full and timely implementation of the Corrective Action 
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Plans, including full and timely: completion of the Claims Readjudication Process, achievement 
of each of the Benchmarks as applied on a nationwide basis, and implementation of all 
Recommendations. 

2. Ongoing Examination . The monitoring of the Insurance Companies for 
compliance with the terms of this Agreement constitutes an ongoing examination by the 
Pennsylvania Insurance Department, as a Lead Regulator, pursuant to 40 P.S. §323.1-323.8. To 
the extent permitted by law, the work papers, recorded information, documents, copies of work 
papers, recorded information and documents produced by, obtained by, or disclosed to the 
Participating Regulators shall be given confidential treatment and shall not be subject to 
subpoena and may not be made public by the Participating Regulators or any other person, and 
shall not be public records subject to disclosure as provided under relevant Pennsylvania law. 
Nothing in this Agreement is intended to, nor shall it, preclude Participating Regulators from 
disclosing the results of compliance with the Agreement. 

3. The Lead Regulators shall have full authority pursuant to 40 P.S. §323.1- 
323.8 to oversee and monitor compliance with this Agreement, including but not limited to: 
assigning an examiner or examiners (“Examiners”) to conduct periodic compliance reviews and 
prepare reports and updates of such reviews for the Lead Regulators and the Insurance 
Companies; to review the Insurance Companies’ progress in implementing the Corrective Action 
Plans; to assess the accuracy and validity of the Insurance Companies’ quarterly reports by 
conducting sampling in accordance with accepted standards; and to otherwise assess the 
Insurance Companies’ compliance hereunder. 

4. Prior to the issuance of any periodic written report or update where 
exceptions or violations are noted, the Lead Regulators and the Examiners shall review the 
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findings or determinations with the Insurance Companies and give reasonable consideration to 
any issues raised by the Insurance Companies regarding such findings or determinations. 

5. All costs of the Examiners shall be the sole responsibility of the Insurance 

Companies. 

6. Quarterly Reports . The Insurance Companies shall provide to the Lead 
Regulators quarterly reports (“Quarterly Reports”) on the implementation of the Corrective 
Action Plans to address, resolve and monitor the Multistate Areas of Review and compliance 
with the Recommendations generally, including reports of their achievement of the Benchmarks, 
including, with respect to Conseco Senior only, the number of claims readjudicated, the number 
of claims for which restitution was found to be appropriate, the amount of restitution paid and 
any other information or documents deemed necessary by the Lead Regulators to monitor 
compliance thereof. Each Quarterly Report shall be due and delivered to the Lead Regulators in 
a form acceptable to the Lead Regulators within 30 calendar days of the end of the calendar 
quarter, with the first report covering the second quarter of calendar year 2008, or the quarter 
following the Effective Date of this Agreement, whichever is later. 

7. Meeting With The Board Of Directors . If the Lead Regulators determine 
that the Quarterly Reports show, or if the Lead Regulators otherwise have information, that the 
Insurance Companies are not fully and timely complying with the Corrective Action Plans, 
including but not limited to the failure to fully and timely achieve the Benchmarks, the Lead 
Regulators may request, and the Insurance Companies shall consent to, access to the Board of 
Directors of the company that failed to achieve the applicable Benchmark or otherwise failed to 
comply with the Corrective Action Plan. In their sole discretion, the Lead Regulators may agree 
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to a meeting with a proxy for the Board of Directors or the Audit Committee in lieu of meeting 
with those entities. 

8. Re-Examination . It is further expected that the Lead Regulators, on behalf 
of and for the benefit of the Participating Regulators, will conduct a full re-examination of the 
issues addressed by the Multistate Examination not sooner than 18 months after the Effective 
Date of this Agreement for Bankers Life and 30 months after the Effective Date for Conseco 
Senior, and make all reasonable efforts to complete such re-examinations within six months of 
their dates of commencement (“Re-Examination”). Nothing in this section shall abrogate the 
Lead Regulators’ ability to utilize the Examiners to the fullest extent under applicable 
examination laws to perform all functions necessary and authorized under the examination laws 
to ensure timely and competent monitoring for compliance with this Agreement. 

9. With respect to the periods of time represented by the Term of this 
Agreement (prospectively, 1 8 months after the Effective Date for Bankers Life and 30 months 
after the Effective Date for Conseco Senior) and for the two calendar years immediately 
preceding the Effective Date, each of the Participating Regulators agrees that his or her 
regulatory agency: i) will not engage in any investigative or examination activities of the 
Insurance Companies relating to the issues subject to this Agreement; (ii) will not impose a fine, 
injunction or any other remedy on any of the Insurance Companies for any of the matters that are 
the subject matter of this Agreement; and (iii) may only participate in any assessment or remedy 
that may be imposed under this Agreement pursuant to the terms set forth in this Agreement. 
Notwithstanding the foregoing, any Signatory Regulator may take any and all appropriate action 
should the Insurance Companies violate any provision of the insurance laws and regulations of 
that Signatory State, which are not related to the Multistate Areas of Regulatory Review and 
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which are not otherwise subject to this Agreement, as well as with respect to individual 
consumer complaints or as otherwise provided for herein. 

10. This Agreement is not intended to, nor may it be construed to, limit the 
authority of a Signatory Regulator’s consumer services division, or its equivalent, in 
investigating and taking appropriate Action against the Insurance Companies, its producers or 
other representatives, or third parties, as provided by law or regulation, with regard to a valid 
consumer, provider or third-party complaint. 

E. ASSESSMENTS AND REMEDIES 

1. In full and final settlement and resolution of the regulatory findings set 
forth in the Examination Reports, the Insurance Companies agree to pay a) a fine in the amount 
of $2,342,728 less any amount allocated to any non-participating state (i.e., a state that does not 
adopt the Settlement Agreement) under the allocation methodology developed by the Lead 
Regulators and b) other amounts as provided in Section E, infra. 

2. The fine shall be payable within twenty (20) business days of the Effective 
Date of this Agreement. The Signatory Regulators hereto find that such fine is sufficient to deter 
and punish the Insurance Companies with respect to, and no additional punishment is warranted 
with respect to, all actions and or inactions of the Insurance Companies from January 1, 2005 
through the Effective Date regarding in any way all claims practices and procedures, complaint 
handling, and marketing and sales practices concerning or relating to the Multistate Examination 
Report. Conseco Senior also agrees to timely undertake, implement, and fully complete: the 
Claims Readjudication Process, achievement of the Benchmarks, and compliance with' the 
Recommendations. Further, Bankers Life also agrees to timely undertake, implement, and fully 
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complete: achievement of the Benchmarks for complaint handling and compliance with the 
Corrective Action Plan with respect to its marketing and sales practices. 

3. The Insurance Companies shall remit payment to each state adopting this 
Settlement Agreement (a Participating State) in the amount due to that state under the allocation 
methodology developed by the Lead Regulators. The Insurance Companies shall have no 
obligation hereunder to make payments to states that do not adopt this Agreement. 

4. With respect to any Participating State that has adopted this Agreement at 
or before the Effective Date of this Agreement the Insurance Companies shall remit payment to 
that Participating State within twenty (20) days of the Effective Date. 

5. With respect to any Participating State that adopts this Settlement 
Agreement after the Effective Date, the Insurance Companies shall remit payment to that 
Participating State within twenty (20) days of that state’s adoption of the Agreement. 

6. If the total expended by Conseco Senior for restitution pursuant to the 
Claims Readjudication Process as described in Exhibit B, combined with the amount of the 
reasonable costs of the Claims Readjudication Process, does not equal or exceed $4,000,000, 
Conseco Senior agrees to pay the difference to the Signatory Regulators as an additional 
monetary assessment related to resolution of the Multistate Examination in accordance with the 
formula developed by the Lead Regulators. 

7. Penalty for Noncompliance . Following the receipt of the first Quarterly 
Report, or any Quarterly Report thereafter, if the Lead Regulators, in consultation with other 
Participating Regulators, determine that either Insurance Company is not in compliance with any 
Benchmark, an additional monetary assessment of $70,000 may be assessed per missed 
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Benchmark per quarter. Should the same Benchmark be missed for two consecutive quarters, a 
monetary assessment of $150,000 may be imposed. 

8. Further, if after re-examination, either or both Insurance Companies have not 
timely and fully implemented either the Recommendations, or the Benchmarks and are found to 
be materially, substantially and consistently noncompliant with the Recommendations or the 
Corrective Action Plans, after notice and opportunity to respond, the Lead Regulators may 
impose an additional monetary assessment (“Total Performance Assessment”) of $10 million and 
the Insurance Companies shall undertake such other remedial measures as agreed to by the Lead 
Regulators and the Insurance Companies. 

9. In the event that the Insurance Companies must pay the Total Performance 
Assessment, that amount shall be reduced by any amounts paid or due as a result of 
noncompliance with the quarterly Benchmarks, as provided for and referenced in paragraph 7, 
above. 

10. The Insurance Companies shall retain all their legal rights to challenge any 
finding, assessment, or penalty made during or as a result of the Monitoring of this Agreement 
including, but not limited to, the Re-Examination. 

11. If, at the end of the Term of the Agreement, the Lead Regulators, in 
consultation with other Participating Regulators, determine that Conseco Senior is in compliance 
with the Benchmarks but that there are deficiencies involving compliance with respect to the 
Multistate Areas of Regulatory Review in a particular jurisdiction of a Signatory Regulator, 
Conseco Senior agrees to work with that Signatory Regulator within the context of that state’s 
laws to address and resolve the issues, including the development of an individual Corrective 
Action Plan in that state. 
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12. If, at the end of the Term, the Lead Regulators, in consultation with other 
Participating Regulators, determine that Bankers Life has implemented the Recommendations 
but that there are. deficiencies involving compliance with respect to the Multistate Areas of 
Regulatory Review in a particular jurisdiction of a Signatory Regulator, Bankers Life agrees to 
work with that Signatory Regulator within the context of that state’s laws to address and resolve 
the issues, including the development of an individual Corrective Action Plan in that state. 

13. In the event that the Lead Regulators find, after reasonable consultation 
with Conseco Senior or Bankers Life, that Conseco Senior or Bankers Life has willfully and 
materially breached the terms of the Agreement, then any penalty or fine imposed as a result of 
such finding shall not be limited by the assessment or other limiting provisions of this 
Agreement. 

14. The Insurance Companies are expending approximately $26 million in 
systems enhancements, including contracting with an independent third party administrator, to 
substantially improve claims and complaint handling practices. The Insurance Companies shall 
continue to fund any operational enhancements necessary to timely and fully implement and 
accomplish the Corrective Action Plans. 

F. OTHER PROVISIONS : 

1. By entering into this Agreement, the Signatory Regulators and the 
Insurance Companies intend to resolve all the concerns addressed by the Multistate Areas of 
Regulatory Review, including any alleged violations of laws and regulations or administrative 
orders issued or which could have been issued by the Signatory Regulators through the Term 
relating to issues reviewed in, and addressed by, the Examination Reports, and this Agreement 
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shall be deemed a fell and final resolution and release of all claims or liability relating thereto. 
This release will not be final until the Insurance Companies have implemented the 
Recommendations and are otherwise found to be in fell and final compliance with this 
Agreement. In no event shall the Insurance Companies be excused from the restitution and 
remediation obligations set forth in this Agreement. 

2. This Agreement shall be binding on and inure to the benefit of the 
Signatory Regulators and the Insurance Companies and their respective legal representatives, 
successors and assigns. 

3. Each of the Signatory Regulators has fell and unqualified legal authority 
to enter into this Agreement, and, where such signatory is signing on behalf of a party, to bind 
that party now and in the future. 

4. The failure of the Signatory Regulators at any time to require the strict 
performance by the Insurance Companies of any of the terms, provisions or conditions hereof 
shall in no way affect the right thereafter to enforce the same, nor shall the waiver by the 
Signatory Regulators of any breach of any terms, provisions or conditions hereof be construed or 
deemed to constitute a waiver of any subsequent breach of any term, provision or condition 
thereof. 

5. When an issue pertaining to this Agreement is specific to an individual 
state, the Signatory Regulators and the Insurance Companies agree that the particular substantive 
law of that state shall be utilized for the purpose of interpreting, applying and enforcing any 
provision of this Agreement in that state. In such case(s), the appropriate forum shall be the 
courts or regulatory agency of that particular state, as appropriate. Nothing in this Agreement 
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enlarges, supersedes or preempts the insurance laws and regulations of any of the Signatory 
Regulators’ states. 

6. If the Insurance Companies default with respect to any obligation under 
this Agreement, they shall use commercially reasonable efforts to cure such default as soon as 
reasonably practicable. If such default is not remedied within thirty (30) business days following 
personal delivery or delivery by facsimile of a written notice pursuant to paragraph F.22 
specifying such default, during which period the Signatory Regulators and the Insurance 
Companies shall make reasonable efforts to amicably resolve any disputes regarding the default, 
the Signatory Regulator(s) may seek administrative and/or judicial enforcement of this 
Agreement. 

7. Nothing herein shall confer any rights upon any persons or entities other 
than the Signatory Regulators and the Insurance Companies. 

8. This Agreement shall not be effective unless and until both of the 
following conditions are met: (i) the approval and execution of this Agreement by the Insurance 
Companies and the Lead Regulators and (ii) the approval and execution of this Agreement by at 
least thirty-five (35) states of the United States (deemed to include the District of Columbia and 
the Lead Regulators) and (iii) whose combined share equals or exceeds at least fifty percent 
(50%) of Conseco Senior’s total Long Term Care Insurance written premium for year end 2006. 
The date on which the last state executes, or signs on to and participates in, this Agreement in 
compliance with paragraph F.9, infra ., thereby fulfilling the conditions precedent in this 
paragraph, above, shall be the Effective Date of this Agreement. 

9. To become a party to this Agreement, an Insurance Director, 
Commissioner, Superintendent or their designee shall execute a signature page within thirty (30) 
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calendar days from the Execution Date. At the time of execution, any State Specific 
Endorsement required of the Insurance Companies must be identified as to the specific company 
and attached hereto. If a Signatory Regulator finds that, under applicable state law, regulation or 
procedure, the preparation and execution of a consent order is necessary to carry out the terms of 
this Agreement, such a consent order (the “Applicable Consent Order”) shall be prepared by 
such Participating Regulator within thirty (30) calendar days following the Execution Date. The 
Lead Regulators may waive the thirty (30) calendar-day period for Participating Regulators to 
execute this Agreement. For purposes of this Agreement, an “Applicable Consent Order” shall 
be satisfactory to the Insurance Companies if it: (i) incorporates by reference and attaches via 
exhibit a copy of this Agreement, (ii) expressly adopts and agrees to the provisions of this 
Agreement, and (iii) includes only those other terms that may be legally required in the state of 
the applicable Participating Regulator. However, nothing in this Agreement shall be construed 
to require any state to execute and deliver an Applicable Consent Order if such state elects 
instead to sign this Agreement. 

10. Each Signatory Regulator hereby gives express assurance that this 
Agreement is enforceable by its terms under the applicable laws, regulations and judicial rulings 
in its respective state and that the. Signatory Regulator, on behalf of his/her respective state, has 
the authority to enter into this Agreement and bind that party now and in the future. By 
execution of this Agreement with the Insurance Companies, each Signatory Regulator 
acknowledges that he/she has reviewed and agrees with the terms and conditions as set forth 
herein. 
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11. The Signatory Regulators and the Insurance Companies may mutually 
agree, in writing, to any reasonable extensions of time that might become necessary to carry out 
the provisions of this Agreement. 

12. This Agreement and/or any Applicable Consent Order or any other order 
issued by a Signatory Regulator set forth the entire agreement among the parties with respect to 
its subject matter and supersedes all prior agreements, arrangements or understandings (whether 
in written or oral form) between the Insurance Companies and the Signatory Regulators. 

13. This Agreement shall remain in effect until the later of (i) the Term or (ii) 
the completion of the Re-Examinations. This Agreement and its provisions shall terminate for all 
purposes pursuant to this paragraph. 

14. Nothing in this Agreement or any of its terms and conditions shall be 
interpreted to alter in any way the contractual terms of any insurance policy or health benefit 
plan issued or acquired either by the Insurance Companies or by the parties to such insurance 
contract. 

15. Except in a proceeding to enforce the terms hereof, neither this Agreement 
nor any related negotiations, statements or court proceedings shall be offered by the Insurance 
Companies or the Signatory Regulators as evidence of or an admission, denial or concession of 
any liability or wrongdoing whatsoever on the part of any person or entity, including but not 
limited to the Insurance Companies or any affiliates thereof, or as a waiver by Insurance 
Companies or any affiliates thereof of any applicable defense, including without limitation any 
applicable statute of limitations or statute of frauds. 

16. In addition to payments required hereunder, the Insurance Companies 
agree to pay the reasonable expenses incurred by the Lead Regulators and the Participating 
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Regulators for their travel and incidental expenses associated with the negotiation and 
implementation of the provisions of this Agreement. Such expenses shall be payable to the Lead 
Regulators within thirty (30) calendar days of the presentation of valid receipts. Moreover, 
reasonable expenses of the Lead Regulators incurred in monitoring the Insurance Companies' 
compliance with this Agreement, including the expenses of conducting or attending any 
meetings, presentations, or discussions with the Insurance Companies or other Signatory 
Regulators, shall be the responsibility of the Insurance Companies. 

17. Nothing contained herein shall limit the authority of the Signatory 
Regulators to address specific instances of consumer complaints, licensing changes, rate and 
form filings, investigatory or enforcement actions relating to representatives or producers of the 
Companies, or conducting other office-based regulatory functions. Such regulatory functions 
shall not be deemed within the scope of this Agreement. 

18. This Agreement may be signed in multiple counterparts, each of which 
shall constitute a duplicate original, but which taken together shall constitute but one and the 
same instrument. 

19. Nothing herein shall prevent or otherwise restrict a Signatory Regulator 
from pursuing regulatory actions against the Insurance Companies for regulatory issues other 
than the Multistate Areas of Regulatory Review. 

20. In the event that any portion of this Agreement is held invalid under any 
particular state’s law as it is relevant to a Signatory Regulator, such invalid portion shall be 
deemed to be severed only in that state and all remaining provisions of this Agreement shall be 
given full force and effect and shall not in any way be affected thereby. 
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21, The Insurance Companies understand and agree that by entering into this 
Agreement, the Insurance Companies waive any and all rights to notice, hearing and appeal 
respecting the Examination Reports and this Agreement under the applicable laws of the states 
represented by the Signatory Regulators. 

22, All notices permitted or required to be delivered under this Agreement 
shall be in writing and shall be deemed so delivered by hand, one (1) business day after 
transmission by facsimile or other electronic system (evidenced by machine generated receipt), 
five (5) business days after being placed in the hands of a commercial courier service for express 
delivery, or ten (10) business days after placement in the mails by registered or certified mail, 
return receipt requested, postage prepaid and addressed to the following addresses or a party’s 
most current principal address of which the party sending the notice has been notified: 

If to the Insurance Companies : Mark Johnson, Senior Vice President, Chief of 
Compliance, Conseco Senior Health Insurance Company, 11825 N. Pennsylvania St., Carmel, IN 
46032 

If to the Lead Regulators : Dennis Shoop, Director of the Bureau of Enforcement, 
Pennsylvania Insurance Department, 1227 Strawberry Sq., HBG. Pa. 17120. 

23, The Insurance Companies shall be excused from performance for any 

period and to the extent that the Insurance Companies are prevented from performing any 
services, in whole or in part, as a result of delays caused by an act of God, civil disturbance, 
court order, or other cause beyond the Insurance Companies reasonable control, including 
failures or • fluctuations in electrical power, light, or telecommunications equipment and such 
nonperformance shall not be considered for determining the Insurance Companies’ Compliance 
with this Agreement. Notwithstanding the above, the Insurance Companies agree to establish 
and maintain commercially reasonable recovery steps, including technical disaster recovery 
facilities, uninterruptible power supplies for computer equipment and communications and that 
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as a result thereof the Insurance Companies will use commercially reasonable efforts to ensure 
that its systems shall be operational within forty-eight (48) hours of a performance failure. 


CONSECO SENIOR HEALTH BANKERS LIFE AND 

INSURANCE COMPANY CASUALTY COMPANY 



BY: 


John Wells 


John Wells 


ITS: Senior Vice President 


ITS: Senior Vice President 

■3. / ' 0.7 /of 


[DATE] 


[DATE] 
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FLORIDA OFFICE OF, 
INSURAMfc: 

BY: 



KEVIN M. MCCARTY 
INSURANCE COMMISSIONER 


DATE 3 ' £ 7" &Y 


INDIANA DEPARTMENT OF 
INSURANCE 


BY: 


, COMMISSIONER 


[DATE] 


TEXAS DEPARTMENT OF INSURANCE 


BY: 


, COMMISSIONER 


[DATE] 


ILLINOIS DIVISION OF INSURANCE 


BY: 

, DIRECTOR 

[DATE] 

PENNSYLVANIA INSURANCE 
DEPARTMENT 

BY: 

IOEL S. ARIO, ACTING COMMISSIONER 

t 3 



FLORIDA OFFICE OF 
INSURANCE REGULATION 

BY: 

, COMMISSIONER 

[DATE] 



TEXAS DEPARTMENT OF INSURANCE 
BY: 

, , COMMISSIONER 

[DATE] 


ILLINOIS DIVISION OF INSURANCE 


BY: 

, DIRECTOR 

[DATE] 

PENNSYLVANIA INSURANCE 
DEPARTMENT 

BY: 

JOEL S. ARIO, ACTING COMMISSIONER 

[ ] 



488 


FLORIDA OFFICE OF 
INSURANCE REGULATION 

BY: 

, COMMISSIONER 

[DATE] 

INDIANA DEPARTMENT OF 
INSURANCE 

BY: 

, COMMISSIONER 

[DATE] 

TEXAS DEPARTMENT OF INSURANCE 
BY: 

.COMMISSIONER ' 
[DATE] 3'Z&'0& 


ILLINOIS DIVISION OF INSURANCE 

BY: 

, DIRECTOR 

[DATE] 

PENNSYLVANIA INSURANCE 
DEPARTMENT 

BY: 

JOEL S. A RIO, ACTING COMMISSIONER 

[ ] 
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FLORIDA OFFICE OF 
INSURANCE REGULATION 

BY; 

. COMMISSIONER 

[DATE] 

INDIANA DEPARTMENT OF 
INSURANCE 

BY: 

. COMMISSIONER 

[DATE] 

TEXAS DEPARTMENT OF INSURANCE 

BY:_ 

.COMMISSIONER 

[DATE] 


ILLINOIS DIVISION OF INSURANCE 



I/Jo is .DIRECTOR 


[DATE] 3 .30,0? 

PENNSYLVANIA INSURANCE 
DEPARTMENT 

BY: 

JOEL S. ARIO, ACTING COMMISSIONER 

( ] 
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FLORIDA OFFICE OF 
INSURANCE REGULATION 


BY: 


, COMMISSIONER 


[DATE] 

INDIANA DEPARTMENT OF 
INSURANCE 


BY: 


, COMMISSIONER 


[DATE] 


TEXAS DEPARTMENT OF INSURANCE 


BY: 


, COMMISSIONER 


[DATE] 


ILLINOIS DIVISION OF INSURANCE 


BY: 


, DIRECTOR 


[DATE] 


PENNSYLVANIA INSURANCE 
DEPARTMENT 


BY: 


JOEL S.tCRIO, ACTING COMMISSIONER 
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EXHIBIT A 

Multistate Areas of Regulatory Review 

A. Claims: The Insurance Companies shall ensure; that claims are investigated and paid, 
denied or contested within the required timeframes; that claims-related correspondence is 
completed within the required timeframes; that claims are paid correctly and interest is 
paid when required; that payments are made at the correct rate; that providers and 
covered persons are given an opportunity to provide missing information that is needed to 
process claims before closing claims; that claim files contain all necessary 
documentation; that explanatory information provided to insureds, enrollees, and 
providers is accurate and complete and contains all required information; and that claims 
personnel shall be properly trained in these duties. 

B. Appeals, Grievances and Complaints: The Insurance Companies shall ensure: that 
insured appeals and complaints are being addressed timely, efficiently, and thoroughly; 
that proper and accurate explanations and information are provided; and that the appeals, 
complaints, and all related matters are conducted and addressed within required 
timeframes. 

C. Operations/Management: The Insurance Companies shall ensure that there is an over- 
all structure to address state regulatory concerns, and that their responses to regulator, 
provider, insured, and enrollee inquiries, issues, and concerns are complete, accurate and 
timely. 

D. Marketing and Sales: The Insurance Companies shall ensure that the Company’s field 
force programs, policies and procedures ensure compliance with relevant laws and the 
Company’s Code of Conduct, the Company’s efforts to implement legal obligations 
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arising from settlement agreements and other similar documents are monitored, and 
compliance policies and procedures which conform to applicable legal standards are 
developed and monitored. Bankers Life’s plan shall also place particular emphasis on and 
address: enhancements to producer training programs, elimination of producer transaction 
thresholds for disciplinary actions, and attenuating local or regional sales managers and 
agencies from local compliance responsibilities. 
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EXHIBIT B 

Claims Readjudication Process 

1. Conseco Senior shall implement a claims readjudication process approved 
by the Lead Regulators, designed to make restitution or other adjustments on claims where 
appropriate, as more fully set forth below, including the payment of interest as required by the 
applicable laws of the Signatory Regulators, within a timeframe acceptable to the Lead 
Regulators or as otherwise specified herein, after making such determinations. The Claim 
Readjudication Process is intended to address certain claims denied by Conseco Senior in 
calendar years 2005 through 2007. 

2. Conseco Senior shall hire a Claims Reviewer to implement and effectuate 
the Claims Readjudication Process provided herein. The costs of the Claims Reviewer shall be 
Conseco Senior’s sole responsibility, but the selection of the Claims Reviewer, and the process 
itself, will be subject to the approval of the Lead Regulators. Conseco Senior shall submit a 
proposed Claims Reviewer to the Lead Regulators for approval within fifteen (15) calendar days 
of the Effective Date of this Agreement. 

3. Readiudication of True Initial Denials . The Claims Reviewer, on behalf of 
Conseco Senior, shall review and readjudicate all “True Initial Denials” of claims for such 
claims that were denied by Conseco Senior in calendar years 2005 through 2007. The Claims 
Reviewer shall readjudicate all True Initial Denials(a "True Initial Denial" is a decision made on 
a first request for benefits covered under the policy in which the claim is denied based on a 
determination of the claim's ineligibility.) , advise claimants of the outcome of the 
readjudication, and where appropriate, pay restitution with interest as required by the laws of the 
Signatory Regulators, within 90 calendar days of the Effective Date. If the Claims Reviewer 
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determines that a claim file contains inadequate documentation to determine whether the claim 
was properly adjudicated, the Claims Reviewer shall request the needed information from the 
claimant. If the requested information is not provided within forty-five (45) calendar days of the 
request, the Claims Reviewer may close the readjudication of that claim and advise the claimant 
that the review was closed due to insufficient documentation. 

4. Notice to Claimants Involving True Continuation Denials and Other 
Categories of Denials . In accordance with a schedule acceptable to the Lead Regulators, the 
Conseco Senior shall after the Effective Date send a notice, in a time, manner and form 
acceptable to the Lead Regulators to all claimants whose claims or benefits were denied in 
calendar years 2005 through 2007 for the following reasons; 

(i) True Continuation Denials ("True Continuation Denials" are denials of 
requests for benefits covered under the policy during an episode of care in which 
the claim is denied based on a determination of the claim's ineligibility): including 
(a) ADLs Not Met; (b) Claimant Not Covered; (c) Condition Not Covered; (d) 
LTC Services Not Covered; (e) Non-Timely Proof of Loss; (f) Pre-Existing 
Condition; (g) Provider/Facility Not Covered and; (g) Eligibility Not Met and; 

(ii) Other Categories of Denied Claims: (a) Incomplete Proof of Loss; (b) Non- 
Covered Services; (c) Benefits Maxed; and (d) Elimination Period Not Met; 

as well as to any complainant who filed a complaint with Conseco Senior in calendar years 2005 
through 2007 and whose complaint relates to an assertion that Conseco Senior incorrectly 
denied, or made an inadequate or incorrect payment, of a claim or benefit. Said notice shall 
advise those claimants that they have the right to submit a request for review of such denial. 
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5, Upon a claimant’s submission of a written request for review under 
paragraph 4. above, the Claims Reviewer shall readjudicate any such True Continuation Denials 
and Other Categories of Denied Claims, advise claimants of the outcome of the readjudication, 
and, where appropriate, pay restitution with interest as required by the laws of the Participating 
Regulators. If the Claims Reviewer determines that a claim file and the request for review 
contain inadequate documentation to determine whether the claim was properly adjudicated, the 
Claims Reviewer shall request the needed information from the claimant. If the requested 
information is not provided within forty-five (45) calendar days of the request, the Claims 
Reviewer may close the readjudication of that claim and advise the claimant that the review was 
closed due to insufficient documentation. Otherwise, the Claims Reviewer shall readjudicate and 
pay any such claim within 90 days of receipt of all documentation and information necessary for 
the readjudication. 

6. Upon a claimant’s submission of a written request for review under 
paragraph 4, above, the Claims Reviewer shall readjudicate any such claim, advise the claimant 
of the outcome of the readjudication, and pay restitution where appropriate, with interest as 
required by the laws of the Signatory Regulators. If the Claims Reviewer determines that a claim 
file and the request for review contain inadequate documentation to determine whether the claim 
was properly adjudicated, the Claims Reviewer shall request the needed information from the 
claimant. If the requested information is not provided within 45 calendar days of the Claims 
Reviewer’s request, the Claims Reviewer may close the readjudication of that claim and advise 
the claimant that the review was closed due to insufficient documentation. Otherwise, the Claims 
Reviewer shall readjudicate and pay any such claim within 90 days of receipt of all 
documentation and information necessary for the readjudication. 
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7. Establishment of a Call Center . Conseco Senior shall establish a dedicated 
call center to respond to policyholder inquiries regarding the Claims Readjudication Process, The 
call center shall timely and adequately respond to inquiries relating to the readjudication process 
described above in paragraphs 4 through 6, above. In addition to those classes of policyholders 
and claimants outlined herein, the call center shall provide any other potential claimant 
information on how such claimant may submit a request for review of any denied claim or 
benefits that were denied in calendar years 2005 through 2007. The dedicated call center shall 
include atoll free telephone number, qualified consumer service representatives, and sufficient 
hours and staffing to respond to policyholder inquiries. Further, the dedicated call center shall be 
operable for a period of six months following the date of the last Notice that is sent to a claimant 
or complainant pursuant to paragraph 4, supra . 

8. In no event shall Conseco Senior be required to readjudicate any claim 
that was initially denied because of the death of the claimant or was resolved through or is the 
subject of pending litigation or settlement. Nothing in this Agreement is intended to preclude 
Conseco Senior or any clamant from mutually agreeing to opt for the Claim Readjudication 
Process in lieu of continued litigation over any disputed claim. 
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EXHIBIT C 
Benchmarks 

The following are the mandatory minimum standards for the Insurance Companies’ 
practices and procedures relating to timely and competently handling claims and complaints, per 
quarter (“Q”), per calendar year: 

A. Claims Handling - Conseco Senior 

1 . For the calendar years 2008 - 2011, Conseco Senior and the Signatory Regulators 
agree: 

a. That Claim Timeliness compliance shall mean 82% compliance for Q2 2008, 
85% compliance for Q3, 2008 88% compliance for Q4 2008, 90% compliance for 
Q1 2009, and 93% compliance for Q2 2009 and thereafter. 

B. Complaints Handling - Conseco Senior 

1 . For the calendar years 2008 - 201 1, Conseco Senior and the Signatory 
Regulators agree: 

a. That Complaint Timeliness compliance for DOI complaints shall mean 92% 
compliance for Q2 2008, 94% compliance for Q3 2008, and 96% compliance in 
Q4 2008 and thereafter. 

b. That Complaint Timeliness for Consumer complaints shall mean 87% 
compliance for Q2 2008, 90% compliance for Q3 2008, and 95% compliance in 
Q4 2008 and thereafter. 
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C. Complaints Handling - Bankers Life 

1 . For the calendar years 2008 -2011, Bankers Life and the Signatory Regulators 
agree: 

a. That Complaint Timeliness compliance for complaints received from a 
department of insurance shall mean 92% compliance for Q2 2008, 94% 
compliance for Q3 2008, and 96% compliance in Q4 2008 and thereafter. 

b. That Complaint Timeliness for complaints received directly from a consumer 
or a consumer’s designee shall mean 87% compliance for Q2 2008, 90% 
compliance for Q3 2008, and 95% compliance in Q4 2008 and thereafter. 
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Memorandum July 15, 2008 

TO: House Committee on Energy and Commerce 

Attention: Kristine Blackwood 


FROM: Janemarie Mulvey 

Specialist on Aging Policy 
Domestic Social Policy Division 

SUBJECT : Background and Status of State Prompt Pay Laws for LTC Insurance 


Currently, all states and the District of Columbia have prompt pay laws for health 
insurance claims. To date, only two states, Kansas and Iowa, have enacted prompt-pay laws 
for long-term care (LTC) insurance. Per your request, the following memorandum describes 
state legislative activity with respect to prompt-pay laws for LTC insurance. 

State prompt pay laws recently enacted require LTC insurers to respond to policyholders 
within a specified time limit. The response must include either: a payment for claims or a 
notification to the policyholder of why they cannot pay the claim at that time. Prompt pay 
laws also include a penalty if insurers violate the law. The penalty is specified as a percentage 
of the unpaid claims. 

As background, this memorandum first discusses current trends in LTC insurance, claims 
payment processes, and the nature and extent of consumer complaints. It then discusses the 
role of prompt-pay laws in addressing these concerns and identifies which states have 
proposed and/or passed prompt-pay legislation specifically for LTC insurance. 

Background 

Long-term care refers to a broad range of medical, personal, and supportive services 
needed by individuals who can no longer care for themselves due to physical or cognitive 
impairments. According to one study, over two-thirds of individuals age 65 and older will 
require LTC services at some point in their lives.' The annual cost of LTC services depends 
on the site of care. The cost of LTC received in one’s own home will also vary depending 
on the skill level of the caregiver. In 2008, the cost of personal care services (such as bathing, 
dressing, and transferring) at home costs on average $18 an hour, whereas skilled care from 


’ Kemper et. al, “Long-Term Care Over An Uncertain Future: What Can Current Retirees Expect?” 
Inquiry 42, Winter 2005-2006. 


Congressional Research Service Washington, D.C. 20540-7000 
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a visiting nurse costs on average $38 an hour. 2 The annual cost of home care will also vary 
by intensity. For example, assuming care is provided 3 hours a day, 7 days a week, the annual 
cost would be $20,000 in 2008. Nursing home care generally costs more in that it provides 
LTC assistance 24 hours a day and includes the cost ofroom and board. In 2008, the average 
annual cost of a nursing home stay is $68,255 for a semi-private room and $76,285 for a 
private room. 3 

Currently, public programs finance the majority of formal LTC expenditures, but private 
insurance has been a small but growing source of financing. The share of LTC expenditures 
financed by private LTC insurance has grown since the product was first introduced in the late 
1980s. In 2005 about 7% of LTC expenditures were financed by private insurance. 4 As the 
population ages, individuals who purchased LTC insurance in the 1990s are expected to 
potentially utilize those benefits in the coming decades. 

As the market for LTC insurance expands, there is a growing concern that regulations 
may not be sufficient to protect consumers from potential abuses in claims administration and 
processing. LTC insurance, like other insurance products, is regulated by the states. To help 
guide states in their oversight efforts, the National Association of Insurance Commissioners 
(NAIC) has developed language for “model laws and regulations” to provide guidelines for 
legislators to modify and adopt in their respective states. The NAIC has been monitoring 
recent activity regarding denied claims and processing delays by LTC insurance carriers (see 
Consumer Complaint section below). 

Claims Processing for LTC Insurance 

The LTC insurance claims process is complicated and is different than the claims process 
for health insurance. For health care services, the claim is usually (but not always) submitted 
by the health care provider directly to the insurance company. While with LTC insurance, the 
policyholder (or his/her guardian), generally pays the nursing home or home care agency first, 
and then submits the claim to the LTC insurer for reimbursement. 

In submitting a LTC claim, there are a number of issues that complicate the 
reimbursement process and could lead to a delay in payment. The first relates to the eligibility 
for payments from the insurer. The policyholder (or his/her guardian) must notify the insurer 
and document that the policy has been “triggered.” For example, for non-cognitive 
impairments this means they meet the requirement of needing assistance with at least two or 
more activities of daily living (ADLs). 5 Documentation can include a written statement from 
his/her physician verifying this information or the insurer may require the policyholder to meet 
with an assigned care manager to assess eligibility. A claim can be denied if the insurer does 
not receive supporting documentation regarding eligibility for payment. 

Another important area affecting the payment of the claim is the “elimination period.” 
After the policyholder meets the benefit trigger, and the insurer has been notified, the 


2 Genworth Financial 2008 Cost of Care Survey, April 2008. 

3 Ibid. 

4 J. Feder, H. Komisar, andR. Friedland, “Long-Term Care Financing: Policy Options for the Future,” 
Georgetown University, June 2007. 

5 ADLs include: walking across a room, transferring, toileting, dressing, eating and bathing. 
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policyholder must wait for a period of time (called the elimination period) before he/she can 
be reimbursed for services. Wait times are selected by policyholders when they initially 
purchase the policy. Policies with longer elimination periods have lower premiums relative 
to those with shorter elimination periods. Policies purchased in 1 990 had on average a 20-day 
elimination period, while policies purchased in 2005 had on average an 80-day elimination 
period. As shown below, the share of claims that are denied because they have not yet met 
the elimination period has increased since 2004. 6 

Finally, the service for which a policyholder is submitting a claim must be covered by 
the policy. Many of the benefits claimed today are based on policies that covered only 
nursing home services. Policyholders with these older policies who try to file a claim for an 
assisted living facility or home care services may find they are not covered. 

In short, the claims process requires a policyholder to notify the insurance company 
when services are needed, document eligibility, wait for the elimination period to end and then 
file a claim for payment. Because of this long lead time, policyholders are typically responsible 
for initially making payments directly to the LTC facility or home health provider. Then, at 
some point they can instruct the LTC insurance company to pay the provider directly. 

Consumer Complaints 

There is growing evidence that some LTC insurance policyholders are having difficulty 
in accessing their benefits once a claim is filed. Recent actions by the National Association of 
Insurance Commissioners (NAIC) against a large LTC insurer, have heightened these 
concerns (see Conseco discussion below). National level data from the NAIC have also 
shown that the number of claims being denied increased between 2004 and 2006. 7 8 

Overall Complaints. According to a recent survey of LTC insurers by the NAIC, the 
number of overall complaints regarding LTC insurance relative to the policies in-force have 
doubled since 2004 from 5.0 complaints per 10,000 policies in-force to 10.6 complaints per 
10,000 policies in-force (see Table l). s Relative to the number of actual claims the complaint 
ratio has nearly tripled (from 11.3 per 10,000 claims received to 27.0 per 10,000 claims 
received). 


6 America's Health Insurance Plans, "Who Buys LTCI: A 15 Year Study of Buyers and Non-Buyers," 
Washington, D.C. April 2007. 

1 National Association of Insurance Commissioners, Long-Term Care Data Call and Analysis Report, 
May 9, 2008. 

8 This data is for individual LTC policies only. 
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Table 1: Complaints to LTC Insurers, 2004 to 2006 






Complaints Per 
10,000 Policies 
hi- Force 

5.0 

7.5 

10.6 

112.0% 

Complaints Per 

MO Million In 
Premiums 

4.3 

6.3 

8.8 

104,7% 

Complaints Per 
10,000 Claims 
Received 

11.3 

15.9 

27.0 

138,9% 


Source: National Association oflnsarance Commissioners, Long-Term Care Data Cali and Analysis Report, May 9, 2008. 


Denied Claims. One of the key areas for complaints is denial of claims. However, 
while the sheer volume of claims denials has increased, the increase is not as large when 
adjusted, by the number of claims submitted. As shown in Table 2, the total percent of claims 
denied for all policies increased since 2004 from 3.2% to 3.9% in 2006. The percent of 
claims denied for comprehensive policies increased from 4.1% to 4.9% over the same time 
period. Also, these data are for 2004 to 2006 and do not represent potential increases that 
occurred in more recent years. 


Table 2: Growth in Denied Claims, 2004 to 2006 



Number Denied 


% of HHC Claims 
Denied. 


Number Denied 


% of NH Claims 
Denied 


Number Denied 


Vo of COMP Claims 
denied 


Number 'Denied 


■i of Claims Denied 


Source: National Association of lasts ranee Ceramisssoaers, Long-Term Care Dais Call and Analysis Report, May 9, 2008. 
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As noted earlier, one reason for denying a claim is that the policyholder has not yet 
reached the end of the policy’s elimination period. Between 2004 and 2006, claims for home 
care that were not paid because the elimination period had not been met increased 16.3% and 
claims from comprehensive policies not paid due to the elimination period increased 37.5%. 
For nursing home benefits there was an increase of 1 7.7% in denied claims over the same time 
period because the elimination period had not been met. 

In addition to outright denial of a claim, there is a growing concern that some insurers 
are delaying claims on purpose. However, national level data from the NAIC do not validate 
these concerns. According to the NAIC, since 2004, there has been a 37.9% increase in 
claims paid within 60 days. While there has been a 38.9 % decrease in claims paid after 60 
days. According to the NAIC, payments beyond 60 days was not a significant issue between 
2004 and 2006. 9 

While the problem of delays in claims processing is not evident in the NAIC data 
collected between 2004 and 2006, there is more recent evidence that the problem does exist 
for policies issued by one large insurer. The recent settlement against Conseco, Inc. highlights 
the use of improper processing practices by the company. In May of 2008, state insurance 
regulators and the NAIC brought a regulatory settlement against Conseco, Inc. for 
mishandling of LTC claims. Specifically, claims were not handled in a timely manner and 
claim files were not documented or maintained. The Conseco investigation found that the 
primary problem in most cases was delays in claim payments, rather than outright claim 
denials. 10 

Prompt Pay Laws For LTC Insurance 

To address concerns that LTC insurers are not notifying policyholders regarding the 
status of their claim or reimbursing them for services within a reasonable time period, states 
have begun to implement prompt pay laws for LTC insurance. Currently, all states and the 
District of Columbia have prompt pay laws for health insurance claims, although the specific 
requirements vary by state. These laws explicitly exclude LTC insurance. To date, only two 
states, Kansas and Iowa, have legislated prompt pay laws for LTC insurance. These two state 
laws are similar in that they require notification to the insured within a specified time of 
receiving a “clean claim.” The definition of a clean claim is defined specifically by each state’s 
statute. The notification must include either a payment or information ofwhy they have not 
paid the claim. Both laws also include penalties for violation of the law. They vary in the time 
frame required for the notification and the size of the penalty. Specifics of each law are 
described below. 

Kansas. The Kansas Long-Term Care Insurance Prompt Pay Act (SJ 1006) was 
enacted in April 2007 and applies to policies in-force on or after January 1, 2008. The law 
requires that within 30 days after receipt of any claim, any insurance company that issues LTC 


9 National Association of Insurance Commissioners, “Long-Term Care Data Call and Analysis 
Report,” May 9, 2008. 

10 NAIC News Release, “State Insurance Regulators Fine Conseco: Multi-State Examinations Finds 
Serious Long-Term Care Violations,” May 7, 2008. 
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insurance policies must pay a clean claim' 1 for reimbursement or send a notice acknowledging 
the receipt and status ofthe claim. A notice of the status of the claim should include the date 
that the claim was received by the insurer and state that: 

• the insurer refuses to reimburse all or part of the claim and specify each 
reason for denial; or 

• additional information is necessary to determine if all or part of the claim will 
be reimbursed and what specific additional information is necessary. 

If any insurer fails to comply, the insurer must pay interest at the rate of 1 % per month 
on the amount of the claim that remains unpaid 30 days after the receipt of the claim. The 
interest paid must be included in any late reimbursement without requiring the person who 
filed the original claim to make any additional claim for such interest. 

Iowa. The Iowa law (HF 2694) was enacted in May 2008 and took effect for policies 
in-force on or after July 1, 2008. The law states that an insurer providing LTC insurance 
must either accept and pay or deny a clean claim 12 within a specified time period. The state 
has directed the Iowa Insurance Commissioner to adopt rules establishing processes 
(including specifying the time period) for timely adjudication and payment of claims for long- 
term care benefits by insurers. If the insurer or other entity on behalf of the insurer fails to pay 
a clean claim in a timely manner, the insurer will be charged interest at a rate of 10% per 
annum. 

The Iowa law also requires notice of denial and information ofthe benefit appeal process 
be given to the policyholder. Specifically, when a LTC insurer determines that the benefit 
trigger in an insured’s LTC insurance policy has not been met, the insurer shall provide a 
clear, written notice to the insurer of the following: 

• The reason the insurer determined that the insured’s benefit trigger has not 
been met. 

• The insurer’s internal appeal process provided under the insured’s LTC 
insurance policy. 

• The insured’s right, after exhaustion ofthe insurer’s internal appeal process, 
to have the benefit trigger determination reviewed under the independent 
review process (described below). 

New York. The governor of New York announced in May 2008 that he is introducing 
legislation to expand existing prompt payment laws to LTC insurance, so that claims will be 
paid in the same time frame as acute medical care claims and other health insurance claims. 
Under current prompt pay laws in New York for health insurers, insurers must respond to 
undisputed claims within45 days. If the legislation passes, this same time frame would apply 
to LTC insurance claims. 


11 A clean claim is defined as a claim that has no defect or impropriety, including any lack of required 
substantiating documentation, or particular circumstances requiring special treatment that prevents 
timely payment from being made on the claim. 

12 A clean claim means a properly completed paper or electronic request for payment that contains all 
necessary information for the insurer to timely adjudicate and pay claims for LTC insurance. It does 
not involve coordination of benefits for third-party liability, and does not involve the existence of 
particular circumstances requiring special treatment that prevents a prompt payment from being made. 
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Other Activities in States Related to Denied Claims. In addition to prompt pay 
laws, both Iowa and the New York include language for an external appeals process. The 
Iowa law establishes an Independent Review Board to evaluate “benefit triggers.” The 
policyholder must pay a $25 filing fee to file an appeal. The commissioner may waive the 
filing fee for good cause. The filing fee shall be refunded if the insured prevails in the 
independent review process. The proposed legislation in New Y ork would extend the existing 
External Appeals Law currently applicable to health insurance to LTC insurance policies by 
requiring insurers to make an external review process available to the insured. 
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NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


June 22, 2007 


The Honorable Charles E. GrassJey 
Ranking Member 
Committee on Finance 
United States Senate 
Washington, D.C. 20510 

Dear Ranking Member Grassley: 

I received your letter of June 1, 2007, expressing your concerns about recent media 
reports of unfair claims handling practices by certain long term care insurers and seeking 
the assistance of the National Association of Insurance Commissioners (NAIC) in 
investigating these reports. 

The National Association of Insurance Commissioners (NAIC) represents the chief 
insurance regulators from the 50 states, the District of Columbia, and five U.S. territories, 
whose primary objective is to protect consumers and promote healthy insurance markets. 
State regulators share your grave concern for the way certain companies are processing 
claims and have been aggressive in responding to complaints and investigating plans 
found to have a pattern of misconduct. 

In response to your specific requests, attached is a chart that provides the number of 
closed long-term care complaints reported by each state during the years 2001-2006. As 
you can see from. the summary table, total long-term care complaints across the nation 
have fluctuated slightly over the last 6 years - from 1,467 in 2001 to 2,830 in 2005 - but 
overall show a steady increase. With more individuals purchasing insurance and filing 
claims, some predict the number of complaints can be expected to continue to rise. 

When we look specifically at claims filed based on claims denials, the data shows a more 
troubling trend. Over the past four years there has been a marked increase in the number 
of complaints that involve claims denials (from 254 in 2003 to 442 in 2006) and those 
complaints now make up almost 18% of all complaints. It should also be noted that, on 
average, over 70% of these claims denials are overturned in favor of the consumers. This 
is a pattern of error not typically found in other lines of health-related insurance. 

As stated earlier, state insurance regulators have been aggressive in resolving these 
claims and, when justified, correcting the issue in favor of the consumer. They have also 
acted aggressively to investigate the practices of the carriers through market conduct 
examinations. NAIC information shows that over the past five years the top 10 long term 
care insurance companies by market share have averaged over 12 market conduct 
examinations each. The top 20 long-term care insurance companies by market share have 
averaged over 1 1 market conduct examinations each. All told, companies that make up 
98% of the long-term care insurance market have had at least one market conduct 
examination in the last five years. 
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There is no doubt that abuses do exist and that state and federal officials entrusted with the 
responsibility of protecting consumers must remain vigilant in their oversight of insurance carrier 
practices. To this end, the NAIC continues to track trends and provide insurance regulators and 
consumers with the tools they need to identify and stop unfair practices. NAIC’s efforts are 
highlighted in the answers to your final two questions: 

What policies or guidelines has the NAIC developed to ensure that claims denials are 
investigated in a timely and thorough manner? 

The NAIC’s Unfair Claims Settlement Practices Act sets forth standards for the investigation and 
disposition of claims arising under policies or certificates of insurance. Pursuant to this Act 
insurers are prohibited from engaging in wide array of inappropriate activity, including the 
following: (1) failing to adopt and implement reasonable standards for the prompt investigation 
and settlement of claims arising under its policies and (2) not attempting in good faith to 
effectuate prompt, fair and equitable settlement of claims submitted in which liability has become 
reasonably clear. 

In addition to the Unfair Claims Settlement Practices Act , the NAIC has developed the Market 
Regulation Handbook , which provides state market regulators with information on tools and 
guidelines for conducting market regulation. The purpose of the Handbook is to assist states in 
optimizing the use of department resources, eliminating duplicative inquiries and investigations 
and coordinating efforts with other states. The Market Regulation Handbook contains a chapter 
that provides a format for conducting long term care insurance examinations, including the 
review of claim denials. While not an exhaustive list, the Handbook identifies the following key 
general claims handling standards that apply to all lines of insurance: 

• The initial contact by the regulated entity with the claimant is within the required time 
frame; 

• Timely investigations are conducted; 

• Claims are resolved in a timely manner; 

• The regulated entity responds to claim correspondence in a timely manner; 

• Claim files are adequately documented; and 

• Claim handling practices do not compel claimants to institute litigation, in cases of clear 
liability and coverage, to recover amounts due under policies by offering substantially 
less than is due under the policy. 

Finally, to ensure consumers have an easily accessible, centralized location through which to 
report complaint activity, the NAIC established the Consumer Information Source. Through the 
Consumer Information Source consumers across the country are able to electronically file a 
complaint with the appropriate state insurance department. Moreover, consumers can report 
suspected fraudulent activity with the appropriate state insurance department through the NAIC’s 
Online Fraud Reporting System. 

What trends, if any, in the LTCI industry has the NAIC identified as being problematic? Of 
those identified, what steps has the NAIC or individual state commissioners implemented to 
address such concerns? 

Long Term Care Insurance (LTCI) was developed and has flourished because of a need for many 
Americans to ensure they will be taken care of as they age. Because of the aging population. 
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insurers will likely continue to aggressively market LTCI. The NAIC recognizes that the rapidly 
aging population combined with high rates for assisted living options makes the long-term care 
market an important one for regulators to monitor. 

Due to the newness and popularity of the product, there have been some market regulation issues 
since its inception. One of the problems that occurred at the product’s commencement was an 
inability of underwriters to properly price the product due to a lack of necessary loss and other 
ratemaking data. The marketplace has changed in the last few years as underwriters have now 
obtained loss data and adjusted their pricing accordingly. With this change in pricing, the trend of 
recent price increases appears to be subsiding. 

Secondly, a lack of consumer understanding about the product and how coverage is accessed and 
premiums determined has caused some confusion. The NAIC has attempted to address this 
problem by developing a Long Term Care Buyers Guide. This guide provides an overview of the 
LTCI products and tips for purchasing these products and is required by state law in most states 
to be provided to consumers by plans and producers. Insurance departments will continue to 
educate consumers about the need to ask about premium increases prior to purchasing their 
policies and understand what services will be covered and in what situation they will be covered. 

Finally, the NAIC’s Market Analysis Working Group, which facilitates interstate communication 
and coordinates collaborative state regulatory actions, has authorized a multi-state examination of 
two of the largest Long Term Care insurers. The examinations will review the claims handling 
practices, as well as the marketing and sales practices, of these companies. While the immediate 
multi-state examination is focusing on the two largest LTC writers, states are also completing 
analysis to determine which companies have apparent issues. Companies that have exhibited a 
tendency toward unfair claims practices may need to pay restitution and come up with a plan to 
eradicate claim delays and denial tactics. 

Moving forward, the NAIC’s Long Term Care Model Act and Long Term Model Regulation 
should help bring uniformity and clarity to the long term care market. As this occurs, state 
regulators will continue to reach out to consumers through education and collaborative regulatory 
efforts to ensure the long term care marketplace is meeting the needs of consumers. 

Again, the State insurance regulators share your desire to protect all consumers, and especially 
those that are most vulnerable. I hope this information will be helpful to you as you investigate 
these recent reports and the NAIC is ready to assist you as you move forward. 



Executive VP and CEO 
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Foreword 

Private long-term care insurance is a critical component of our nation’s overall system of 
paying for long-term services and supports. For those who can afford the premiums, 
private long-term care insurance helps to ensure one’s choice in the setting of services 
and the selection of providers. It also helps purchasers protect their assets, rather than 
having to deplete them paying for services. 

Why have relatively few Americans purchased this insurance? One reason is the cost of 
premiums; other reasons include uncertainty about whether benefits will be paid in the 
future and a pervasive denial of the future likelihood of needing long-term services. 
Beyond these reasons, however, is another concern. Many consumers who consider 
making a purchase find they are confused and bewildered by the array of choices and the 
seeming impossibility of comparing one policy with another. 

Unlike many other types of purchases, it is not enough for consumers to simply compare 
prices for a comparable number of years of coverage. Long-term care insurance policies 
have myriad variables that may be only poorly understood, if at all, by potential 
purchasers. Yet the unwary buyer may find that the wrong choice results in less coverage 
or higher out-of-pocket costs. Choosing the “cheaper” policy may also result in steep rate 
hikes and expensive gaps in benefits down the road. 

To leam more about these complexities, the A ARP Public Policy Institute (PPI) asked 
California Health Advocates to examine and report on the variables in private long-term 
care insurance policies that make it difficult for consumers to make educated 
comparisons between policies. We hope that the findings reported in this paper will be 
useful to policymakers as they consider needed steps that could, possibly, help to make 
these products more accessible to potential purchasers. 


Enid Kassner 
Senior Policy Advisor 
AARP Public Policy Institute 
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Executive Summary 
Introduction and Background 

The cost of long-term care is an important factor in retirement planning. It also affects state 
and federal governments, given the major role of Medicaid in paying for care. Yet, as 
Medicaid eligibility rules are tightened, the implication for consumers is that long-term care 
insurance (LTCI) may be their best option for financing care. LTCI will allow them to 
maintain their independence and have a choice of high-quality providers, it is said; at the 
same time LTCI will enable consumers to avoid dependence on scarce public resources. 
Whether LTCI can accomplish these goals for most Americans, and whether the purchase of 
this product will substantially relieve the pressure of future demands on public benefits, 
remains to be seen. 

Comparing one long-term care policy with another is a challenge, even for professionals. 
Consumers will find very little independent and objective help or guidance to assist them 
during the decision-making process, and nothing that will help them easily compare one 
policy with another. 

Purpose 

The purpose of this report is to 

• Identify the critical issues that make the comparison of LTCI policies difficult for 
consumers, and 

• Offer public policy recommendations that would improve the ability of consumers 
to make educated decisions about the purchase of LTCI. 

The author identified critical issues that consumers face when they consider purchasing 
LTCI. Such issues include types of policies, benefit amounts and duration of coverage, 
location and license status of providers, inflation protection, length of waiting period 
before benefits begin, and premium costs. Yet, simply understanding these issues will not 
resolve the difficulties that consumers face. The intent of this report is to offer 
recommendations to policymakers that would make the system more comprehensible. 

Critical LTCI Issues for Consumers 

Type of Policy 

Consumers may have a variety of options among which to choose when they consider 
purchasing long-term care coverage, including 

• Individual versus group policies; 

• Partnership policies that link LTCI and Medicaid; and 

• Products that combine LTCI with life insurance or an annuity. 
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Policy Coverage 

A typical LTCI policy will offer benefits for some combination of nursing home care, 
assisted living, and home and community care. Consumers can choose from 

• Comprehensive policies that usually provide benefits for services at all levels of 
institutional, home, and community-based care; 

• Facility-only policies limited to care in institutional settings; and 

• Home-care-only policies. 

Policy Features 
Consumers face decisions on 

• A daily benefit amount the policy will pay for services in each care setting 
covered by the policy; 

• The length and definition of a waiting period or deductible, if any, before benefit 
payments will begin; 

• The duration of benefit payments over the life of the policy; 

• Inflation protection and, if selected, what type to choose; and 

• Nonforfeiture protections. 

Premiums and Premium Increases 

Consumers may not know that their premiums can change. Consumers are often told, 
correctly, that the premiums for LTCI are “level,” and that they, as individuals, can’t be 
singled out for an increase because of their age or health. However, while companies 
cannot raise premiums because of individual circumstances such as age or health, they 
can raise premiums for entire classes of individuals (e g., all policyholders age 75 and 
older) based on the company’s experience in paying benefits. 

Currently, companies have to justify premium increases to state insurance departments, 
but states have limited authority to deny those increases. The current National 
Association of Insurance Commissioners (NAIC) rate stability requirements, which 
include a contingent benefit on lapse, are expected to moderate or eliminate future 
premium increases. But those requirements apply only to new policies sold after a state 
has adopted these provisions, leaving companies free to increase premiums for policies 
previously sold. To date, fewer than half the states have adopted the NAIC’s rate 
stability provisions. 

Standardization and Other Regulatory Issues 

Although some minimal standardization has already occurred, the ability of consumers to 
measure and compare how several LTCI policies will pay for their care is hampered by 
the complexity of these products. Few of the elements of an LTCI policy are 
standardized, such as a waiting period and how it is calculated. The definitional issues 
that cause difficulties for consumers in measuring and comparing LTCI policies include 

ii 
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• How many activities of daily living (ADLs) trigger benefits; 

• Which family members will not qualify as care providers for benefit payment; and 

• What type of assisted living facility qualifies for benefits. 

Other policy variables include 

• How a daily benefit amount is calculated; 

• When premium payments might be waived; 

• What constitutes a home-modification benefit; 

• What alternate plans of care cover; 

• How medical underwriting is handled; and 

• What risks are inherent in limited-term policies. 

As a result, consumers face a bewildering array of LTCI policies. These products contain 
an assortment of benefits and features, and come in policy designs that vary from one 
company to another, leading to significant product differences within a single state. 

Agent Training 

The advice that agents give consumers can have long-lasting effects, such as the 
consequences of not purchasing inflation protection for a policy purchased long before 
the consumer needs its benefits. Some agents represent a single company and are limited 
to selling that company’s products, and a sales quota may influence the particular product 
they offer a consumer. For agents who represent several companies, sales commissions 
may be a factor in the product they encourage a consumer to buy. 

Although many agents are unfamiliar with long-term care and the insurance products they 
sell, most states do not require training specific to LTCI. The NAlC is in the process, 
however, of adopting a provision that will require companies in states that enact the 
regulation to use only those agents who have completed eight hours of training specific to 
LTCI. 

Consumers may be able to take advantage of information and counseling through the 
federally funded State Health Insurance assistance Programs (SHIP), but only if they 
know these programs exist and how to reach them. Many of the SHIPs can help people 
one-on-one to evaluate their suitability for the product they are considering and help them 
understand what the policy covers and how the benefits work. 

Conflicting Regulatory Frameworks 

At least four different regulatory frameworks might be applied to the sale of LTCI 
policies in a given state, plus any state-specific requirements. These include 

• The federal Health Insurance Portability and Accountability Act (HIPAA) 
requirements for tax-qualified LTCI policies (which references selected 
provisions of the 1993 NAIC Model Act and Regulation). 

iii 
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• The current NAIC Model Act and Regulation, updated most recently in 2000, but 
undergoing additional revisions as this report is written. 

• The NAIC Interstate Compact (for those states that join the Compact), which is 
in the process of enactment. It is similar to the current NAIC Model Act and 
Regulation, but it will not be required to mirror the NAIC Model. 

• The LTCI Partnership standards, which reference selected provisions of the 2000 
NAIC Model and exceed HIPAA requirements. 

Conclusions and Recommendations 

The need for long-term care is unpredictable — which is why long-term care is a good 
candidate for insurance. The issue, in this case, is whether the consumer can determine if 
the premium is fairly priced, based on sound actuarial experience. The recommendations 
that follow will not solve all the difficulties that consumers face. However, they offer 
guidance to policymakers on how they could begin to make it easier for consumers to 
make sound decisions. 

Recommendations: 

• Standardize policy benefits, features, and provisions. 

• Require all insurers to offer at least the same benefit packages that are offered 
through the Federal Long-Term Care Insurance Program. 

• Require LTCI policies that pay benefits for multiple types of care to make the 
total value of all purchased benefits available to the policyholder in any covered 
setting. 

• Expand funding for the federally funded SHIPs so that more consumers could 
take advantage of the information and counseling they provide. 

• Require companies to offer an option for paying family caregivers, with 
appropriate monitoring. 

• Revise the NAIC formula for contingent benefit on lapse (a partial benefit to 
consumers who drop their policies when premiums escalate) to provide more 
protection to purchasers. 

• Revise federal HIPAA standards to parallel the national standards that will 
apply to new LTCI partnership policies; require that existing partnership 
programs also conform to the new standards so that there will be a more 
consistent regulatory framework than currently exists. 

• Regularly update federal HIPAA standards to include the most recent 
provisions of the NAIC Model Act and Regulation. 


IV 



518 


Introduction and Background 

The cost of long-term care (LTC) is an important factor in retirement planning. It also 
affects state and federal governments, given the major role of Medicaid in paying for 
care. Yet, as Medicaid eligibility rules are tightened, there is increased pressure on 
consumers to consider long-term care insurance (LTCI) as their best option for financing 
care. LTCI will allow them to maintain their independence and have a choice of high- 
quality providers, it is said, while enabling them to avoid dependence on scarce public 
resources. Whether LTCI can accomplish these goals for most Americans, and whether 
the purchase of this product will substantially relieve the pressure of future demands on 
public benefits, remains to be seen. 

Fewer than 10 million Americans have bought an LTCI policy since those products were 
first tracked in 1987, and only about 7 million of those policies remain in force today 
(America’s Health Insurance Plans [AHIP] 2004). The federal government and many 
states offer limited tax incentives to purchase LTCI, and sales have grown steadily over 
the last decade. Despite this growth, sales continue to lag behind industry expectations. 

In 2003, most, if not all, of the 4.2 percent growth in the LTCI market could be attributed 
to enrollment in the new Federal Long-Term Care Insurance Program (FLTCIP) 
(Glickman 2004). Yet, even though the federal government conducted a fairly extensive 
education campaign to encourage participation, only 5 percent of active civilian 
employees enrolled during its first three years, similar to the trend of low participation 
rates observed in other group offers of LTCI (GAO 2006). This low take-up rate may 
reflect a more general difficulty in selling these products. 

Insurance companies and agents believe that consumers don’t understand their need for 
coverage, or are in deep denial of their own potential need for care. Some consumers 
incorrectly believe that Medicare will pay for their future LTC costs. Those who delay 
making a decision to purchase private insurance may find themselves shut out of the 
market for coverage because people with preexisting medical conditions often are 
excluded from coverage by medical underwriting. 

Consumer advocates argue that current LTCI policies, while considerably better than 
earlier products, are just too difficult to understand, with the number and complexity of 
the choices making it hard for consumers to obtain the right set of benefits at the right 
price. The complexity of the decision-making process can have a paralyzing effect on 
consumer behavior. 

Comparing one long-term care policy with another is a challenge, even for professionals 
(Glickman 2004). Consumers will find very little independent and objective help or 
guidance to assist them during the decision-making process, and nothing that will help 
them easily compare one policy with another (Friedland and Lewis 2004). Generally, a 
consumer has only the advice of an agent (who often has a financial interest in making a 
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sale), various marketing materials, and an “Outline of Coverage” (an abbreviated 
description of the policy) on which to rely for an understanding of their choices. 

Purpose 


The purpose of this report is to identify the critical issues that make the comparison of 
LTCI policies difficult for consumers and offer public policy recommendations that 
would improve the ability of consumers to make educated decisions about LTCI. 

This paper addresses 

• Critical variables in LTCI policies; 

• Interstate variations in provider licensing and their effect on the ability of 
consumers to receive benefits; 

• Factors that would help consumers compare policy differences and ways of 
making this information accessible to consumers; 

• The merits of standardizing all or some features of LTCI policies; and 

• Public policy decisions that further the goal of helping consumers to have the 
knowledge to make better decisions about LTCI coverage. 

The report identifies critical choices that consumers face when they consider purchasing 
an LTCI policy: 

• Types of policies; 

• Amount and duration of coverage; 

• Purchase of inflation protection; 

• Length of the waiting period before benefits begin; and 

• Cost of the premium. 

The report and appendices cite language from actual LTCI policies to illustrate choices 
that may create confusion for consumers. Yet, simply understanding these issues will not 
resolve the difficulties that consumers face. The intent of this report is to offer 
recommendations to policymakers that would make the system more comprehensible. 

Critical LTCI Issues for Consumers 

When purchasing an LTCI policy, consumers must make a number of decisions about 
variables ranging from the type of policy to the nature of the benefits, duration of 
coverage, and waiting periods before payments will be paid. Consumers must make these 
decisions that affect the cost of the premiums they will pay without knowing whether 
they will even need care in the future or, if they do, what kind of care. How can 
consumers make informed choices about which policy options to choose? How can they 
then compare policies to make sure they are making the best choice? Selecting the right 
policy is especially important in buying LTCI because premiums are generally “locked 
in” for the life of the policy. If a purchaser does subsequently decide to change policies, 
in most cases the new premium will be higher, as a result of the purchaser’s advanced 
age. In addition, if the purchaser has become disabled or developed a health condition, he 
or she is unlikely to qualify for new coverage. The following section describes some of 
the choices that consumers face. 
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Types ofLTCI Policies 

One choice a consumer must make is to decide what type of insurance product to buy. 
Depending on the type of policy one chooses, there may be a significantly different type 
of benefit structure, which adds an additional layer of complexity in deciding which 
policy to purchase. 

Individual and Group Coverage 

A common choice for most consumers is an individual, freestanding LTCI policy with 
only long-term care benefits. Anyone can apply for an individual commercial LTCI 
policy, but some people are also eligible for a group product sponsored by a public or 
private employer, an association, or a faith-based organization. Group policies may be 
less expensive or have less stringent medical underwriting. 

Partnership Policies 

People living in one of four states (Connecticut, Indiana, New York, and California) can 
also choose a partnership policy, which will allow them to retain a specified amount of 
their assets if they qualify for Medicaid after using up all their insurance benefits. Some 
companies selling partnership policies in those four states also sell an individual 
commercial product that competes with their own partnership offering. At the time of this 
writing, Congress had recently passed the Deficit Reduction Act of 2005, which 
expanded the partnership option to all interested states. It is anticipated that many new 
partnership programs will be adopted, because at least 21 states already have enacted 
enabling legislation (National Association of Health Underwriters [NAHU] 2006). 

To illustrate the potential confusion, a consumer might be able to choose among six 
entirely different LTCI programs, depending on the individual’s own or a spouse’s 
eligibility for one or more group products or programs. Choices might include (1) the 
federal LTCI program for current or former federal workers, (2) a state public employee 
program, (3) a private employer-sponsored LTCI program, (4) an association- or faith- 
sponsored group coverage, (5) an individual, commercially sold LTCI product, or (6) a 
partnership policy. These products are very different from each other, making it nearly 
impossible to compare and make informed choices among them. 

Combination Products 

Consumers can choose a policy that offers LTC benefits combined with a life insurance 
or annuity policy. 

• A life insurance policy accelerates payment of the death benefit, providing funds 
to pay for care as specified in the policy. A life policy can also include a rider for 
LTCI benefits that are similar to those in stand-alone LTCI policies. The benefits 
of an LTCI rider are typically paid only after the accelerated payment for the 
death benefit has been exhausted. 

• An annuity can also include a rider for LTCI. The LTCI rider benefits are paid 
only after the cash value in the annuity has been exhausted. 
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Both an annuity and an accelerated life insurance death benefit usually provide a very 
long elimination (waiting) period before the benefits of an LTCI rider are triggered. Some 
of these products require the payment of a single lifetime premium up front, or a 
premium paid over a specified number of years, after which no further premiums are 
required. Congress is considering tax provisions to make these blended products more 
attractive. 

Some consumers, particularly younger persons who may worry about paying premiums 
for several decades for benefits they may never use, are drawn to combination products 
like these. While sales of these products are not particularly strong, younger purchasers 
may begin to demand the blended benefits of a combination policy as a hedge against an 
uncertain future. 

Policy Coverage 

A typical LTCI policy will offer benefits for some combination of nursing home care, 
assisted living, and home and community care. Consumers can choose to limit benefits to 
certain types of cafe or choose a comprehensive package of benefits. Products are 
commonly marketed three different ways: 

• Comprehensive policies usually provide benefits for services at all levels of 
institutional, home, and community-based care. 

• Facility-only policies pay only for care in institutional settings (nursing homes), 
although some may also include care for assisted living, depending on how that 
kind of care is defined in the policy. 

• Home-care-only policies provide benefits only for home care and some 
community-based care (such as adult day care), depending on the requirements in 
the state where they are sold. 

Facility-only policies are often purchased by people who are concerned about the 
catastrophic costs of nursing home care and who cannot afford or do not want more 
comprehensive coverage. The policy defines the institutions where benefits will and will 
not be paid. 

On the other hand, consumers who buy home-care-only policies often say they never 
want to be in a nursing home and think they can avoid a nursing home stay if they have 
home-care benefits. These policies may also cost less than policies with more 
comprehensive benefits, but they can provide a false sense of security if the insured 
person is unable to be cared for at home. One major issue that may arise with home-care- 
only coverage concerns the eligibility of the home-care provider to receive payment. 
Home-care policies define the agencies and personnel whom the company will pay to 
provide services and usually exclude family members, such as spouses, children, or other 
relatives. Other companies exclude only immediate family members or other people who 
live with the insured person. 
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The exclusion section of a policy is frequently the only place where this information can 
be found, often in the very last pages of a policy and expressed in arcane legal language. 
The exclusion may also require consumers to look up the definition of “Family Member” 
or “Immediate Family” to determine how far down the family relationship chain the ban 
extends. (For an example of the relative exclusion definition in a California LTCI policy, 
see Appendix A.) 

Coverage of Assisted Living in LTCI Policies — State law may require that assisted living 
be included in a facility-only policy, or allow insurers to include assisted living in those 
policies if they wish. Some home-care-only policies may also contain benefits for 
assisted living if the state requires such inclusion or if an insurer voluntarily includes the 
benefit. 

However, the term “assisted living” does not have a common definition in the states or in 
LTCI policies. A policy will define the places where assisted living benefits will be paid. 
Those definitions may conflict with, or fail to match, the requirements in other states for 
the kind of care described in the policy. In some cases, those requirements may not be 
met by every place that provides assisted living services within a single state. 

A General Electric Capitol Assurance policy issued in Iowa illustrates the uncertainty 
about exactly where these policies will pay benefits. The language relating to the assisted 
living benefit begins — 

An Assisted Living Facility is a facility, not excluded below, that 
satisfies the Conditions below and is engaged primarily in providing 
continual (24 hours a day, every day) assistance and supervision to 
at least 1 0 resident inpatients due to their inability to perform 
Activities of Daily Living or Severe Cognitive Impairments. 

The remainder of the page describes the conditions under which benefits will be paid 
and those places that are excluded from consideration. The definition of when benefits 
will be paid is elsewhere in the policy. Aside from the complexity of the benefit 
description, state-licensed assisted living facilities with fewer than 10 beds will not meet 
the definition in this policy. 

Consumers who have policies with these definitions may not be able to use their assisted 
living benefit if they move to another state with a different definition of assisted living. 

In addition, if the policy requires the facility to be licensed and the state in which the 
consumer seeks benefits does not license assisted living facilities, the policyholder may 
not be able to use the benefit in that state. 1 


1 See Van Houten v. General Electric Capital Assurance Company (GE), in which GE denied benefits for 
assisted living on the grounds that the facility was not licensed by the state. At the time, the state of New 
York did not license such facilities. 
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Policy Features 

Each purchaser, or his or her agent, constructs an individualized benefit package, with 
most of the decisions heavily influenced by the cost of the premium. Couples must 
decide whether to insure both spouses separately with identical or different benefits and 
costs, or to purchase a-single policy with a pool of benefits from which each spouse can 
draw. The danger of this approach is that one spouse could deplete the benefit pool, 
leaving the other spouse with no benefits. There also may be complications if spouses 
subsequently divorce. 

Both spouses are frequently offered a discount if they are accepted for coverage by the 
same company. If one spouse is rejected, or has a health condition, the company will 
cover only at a higher premium cost, the discount may be reduced, or it may vanish 
completely. 

Benefit choices include 

• The daily benefit amount the policy will pay for care in each place covered by 
the policy; 

• The length of a waiting period or deductible, if any, before benefit payments will 
begin; 

• The duration of benefit payments over the life of the policy; 

• Inflation protection and, if selected, what type to choose; and 

• Nonforfeiture protections. 

The 1 996 enactment of the Health Insurance Portability and Accountability Act 
(HIP A A) established the first and only set of national minimum standards for federally 
tax-qualified LTCI. Products must meet many provisions of the 1993 NAIC Model Act 
and Regulation and comply with the federal HIPAA standard for benefit eligibility to 
qualify for a potential tax subsidy for purchasers — that is, the potential tax deductibility 
of LTCI premiums and the exclusion from taxable income of benefits paid out by a 
policy. Some 90 percent of LTCI policies sold today meet these “tax qualified”' standards. 

LTCI policies require the insured to meet a specific level of disability in activities of 
daily living (ADLs) before he or she is eligible to receive (or “triggers”) benefits. 

HIPAA sets benefit eligibility at severe cognitive impairment or no less than two ADLs 
(using a list of no less than five ADLs). Consumers often fail to understand these terms 
and how they are applied. Although most policies use the HIPAA standard for the 
number of ADLs required to trigger eligibility, the tools that companies use to assess 
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people for ..ADL disability vary from one company to another. Moieovcr, the company 
may require that the eligibility assessment be done in-person, by phone, by a physician’s 
medical statement, or by medical records obtained as part of the claims process. 


T he D aily Benefit 


Once eligibility is established, LTCI benefits can be paid out in a variety of ways: 


• Reimbursement for services paid out at specific daily, weekly, or monthly 
amounts; 

• Reimbursement limited to specific costs and services that are capped at specific 
daily, weekly, or monthly amounts; 

• Payment in percentages or periodic lump-sum amounts based on other 
components of the underlying insurance product, such as the accelerated death 
benefit of a life insurance policy; or 

• Paid as a cash benefit once the disability trigger is met, regardless of use of 
services. 


Applicants for an LTCI policy typically select their benefits from a menu of choices. 

The daily benefit amounts offered can range from as little as $50 daily to $300 or more. 
The daily benefit they choose is usually based on the current cost of nursing home care, 
and the benefit chosen is the highest amount the policy will pay for nursing home care. ' 
The amounts that will be paid for other types of care covered by the policy can be the 
same amount as the nursing home benefit, a percentage of the nursing home benefit, or a 
smaller daily amount. The policy spells out in detail the specific circumstances under 
which each selected benefit will be paid. 

The premium charged will depend on the daily benefit chosen and how it will be paid, as 
well as the individual’s age, gender, and, in some cases, current health condition. If 
applicants feel the resulting premium is too high, they can make some adjustments to 
their previous choices or decide that LTCI is too expensive and abandon the application. 
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Waiting Periods 

Perhaps the most confusing acronyms and ambiguous terms in LTCI policies pertain to 
the waiting period. Once a person has met the policy’s disability trigger for eligibility, 
the period of time before benefits begin is inconsistently referred to as an elimination 
period, a waiting period, or a deductible. 

If care in a nursing home currently costs $150 a day and a consumer chooses a 100-day 
elimination period, she will pay $15,000 before the company begins paying on the 101st 
day. If she does not stay in the nursing home for the full 100 days, the company will pay 
nothing for her nursing home stay, but may eventually pay something for home care if 
she qualifies and that benefit is included in her policy. 

In addition, the cost of long-term care services is subject to inflationary increases. 
Today’s $ 1 5,000 elimination period is likely to grow to $30,000 or more when a policy 
is purchased decades before care may be needed. Many people also mistakenly believe 
that Medicare will pay for all or at least part of the elimination period they have chosen 
if they need nursing home care. However, Medicare requires that an individual need 
daily skilled nursing care in a nursing home before the program pays for a portion of a 
nursing home stay. Many people need only personal care services that LTCI policies, 
not Medicare, are designed to cover. Even if Medicare does pay for LTC services, the 
policy may or may not count those days toward the elimination period. 

Other confusing elimination period issues for consumers include the following: 

• Few consumers understand that they must receive paid care (i.e., not care from a 
relative) to get credit toward their elimination period. Some consumers think it 
does not matter who provides the care during the elimination period, and that 
paid care is only required once benefits begin. 

• Most consumers do not know how a company credits days of care toward their 
waiting period. Many companies count only the days on which the person 
actually receives paid care, called a “service day” elimination period. For 
instance, if a person received formal, paid home care benefits three days during a 
week, some companies would count only those three days toward the elimination 
period, not the entire seven days the person was qualified to receive benefits. 

• Some companies count the entire week if the individual receives at least three 
days of home and community care during the week. Other companies will count 
every day a person is qualified to receive benefits toward the elimination period, 
regardless of the days when care was actually received, called “calendar day” 
elimination periods. 

To illustrate the difficulties that consumers can face in figuring out the terms of their 
policy’s elimination period, two examples of language taken directly from LTCI 
contracts are provided in Appendix B. 


8 



526 


Most LTCI policies contain numerous other benefits, including premium waivers, home 
modification, bed reservation, adult day care, respite care, hospice care, and many 
variations of case and care assessment and management. Understanding and comparing 
even a few of these benefits along with the major issues discussed previously presents a 
major challenge for consumers. 

Duration of Coverage 

• Most companies offer a variety of durational choices, ranging from one year of 
coverage to lifetime benefits. 

For instance, a policy sold by AFLAC pays for three years of nursing home care, two 
years of assisted living, and 400 home-care visits (AFLAC policy A-27025-CA by 
American Family Life Assurance Company). A person could exhaust the home-care 
benefit fairly quickly but be unwilling to leave home to use the other benefits the policy 
provides. Conversely, people who need nursing home care might not ever be able to 
access the home-care or assisted living benefits, even though the cost of both are 
included in the premium paid for the policy. 

• Policies that use a “pool of money” approach offer much more flexibility. 

Policies using this construction allow consumers the flexibility of receiving care in the 
most appropriate place at the time, without restricting them to just one part of the benefit 
package. This method also allows an extended time period over which benefits can be 
paid by using lower cost benefits as long as possible, while still maintaining coverage 
for higher-cost benefits as long as money is still left in the “pool.” 

Many consumers want lifetime coverage, but because the premium for such coverage is 
often out of reach, most people settle for a shorter period of time. In 2000, the average 
policy covered $109 per day for 5.5 years for nursing home care. Most policies (77 
percent) were comprehensive policies that paid for benefits in the home, community, or 
institutional settings (Health Insurance Association of America [HIAA] 2000). 

Inflation Protection 


The optional benefit for inflation protection is designed to offset inflationary increases in 
the cost of care over time, helping the daily benefit amount to keep pace with the cost of 
services. Without inflation protection, the chosen daily benefit will lose value in relation 
to the cost of care, and the consumer’s out-of-pocket costs will grow larger each year 
once services begin. Younger purchasers who don’t choose this protection run a 
particular risk of having a benefit insufficient to fund the cost of their care decades later. 
In 2000, only 41 percent of purchasers selected inflation protection (HIAA 2000), 
although this percentage may be increasing as more people begin to recognize its 
importance. 

Instead of purchasing built-in inflation protection, some persons select a higher daily 
benefit than the current cost of care. Consumers who choose this strategy pay a higher 
premium in the early years for a benefit that will decrease in value over time as service 
costs increase. They also pay for a daily benefit that is more than what the company may 
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actually pay until later. While the cost of care is likely to grow to meet the higher daily 
benefit, at some point costs may exceed that threshold, leaving the consumer with a static 
benefit and steadily rising out-of-pocket costs. 

Inflation protection is typically offered in two ways: (1) built-in protection, where both 
the amount of the inflation protection and its cost are built into the initial annual 
premium; and (2) an option to purchase increased protection at periodic intervals, with a 
corresponding increase in premium based on the age of the policyholder (but with no 
additional medical underwriting) at the time the option is exercised. 

• Built-in Automatic Inflation Protection: In this version, the initial daily benefit 
increases by some percentage of simple or compounded interest on an annual 
basis. 

The NAIC Model Regulation requires agents to offer a 5-percent compounded benefit, 
but they can also offer any other configurations allowed under state law. Most companies 
offer a 5-percent simple or compounded increase annually, although some may offer 
additional choices at a lower or higher percentage. The rate of increase is predetermined 
and may or may not track actual changes in the cost of LTC. Consumers may not realize 
that simple inflation protection will increase the value of their benefit much more slowly 
than will compounded inflation adjustments. 

The cost of this optional benefit is built into the initial premium, so after the consumer 
makes that decision at purchase, the annual premium is not affected in future years. The 
certainty of this type of inflation protection allows consumers to better budget their cost 
of coverage into the future, when they are likely to have a fixed income and be vulnerable 
to any unexpected increases. 

• Periodic Offer of Inflation Protection: This method of inflation protection allows 
purchasers to postpone a decision and the cost for some period of time, letting 
them increase their daily benefit amount at periodic intervals. 

While the purchaser cannot be turned down for this optional benefit within the timeframe 
it is offered, the cost of the premium increase for this type of inflation protection will be 
based on his or her current age and added to the existing premium when the option is 
exercised. Companies typically offer this option every three to five years. Although a 
consumer can turn the offer down once or even twice, there is usually a limit after which 
the option can no longer be exercised. 

Consumers may not understand the value of inflation protection, nor the potential cost of 
deferring this benefit, at the time they purchase their LTCI policy. As a consumer gets 
older, the price for exercising this option may become too high, leading tp the eventual 
loss of any further inflation protection and a static benefit. 

Nonforfeiture Benefit 


When they purchase their policy, consumers can usually buy a nonforfeiture benefit that 
will return some portion of their premium if they decide to drop their coverage, 
depending on certain events and when they occur. Choosing a nonforfeiture benefit 
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significantly increases the premium. (See Table 1 below.) However, it provides the 
' consumer with a guarantee of getting some return for his or her premiums, should LTC 
services eventually be needed. 

In other cases, a company may use the NAIC contingent benefit on lapse (CBL), 
sometimes referred to as contingent nonforfeiture. This feature is triggered when 
consumers who did not buy a nonforfeiture benefit at purchase stop paying their 
premiums following notice of a rate increase. CBL means that the insured person retains 
some policy benefits that are equal to all the premiums they have paid at the time a 
premium increase occurs and the policy lapses. Unlike the advance purchase of a 
nonforfeiture benefit, this feature does not require a person to select this benefit and pay 
an additional premium; however, it is available only in states that require this protection 
or from companies that voluntarily offer it. The nonforfeiture benefit under CBL is 
triggered when the cumulative amount of all premium increases exceeds a certain 
percentage based on the policyholder’s age. 

Appendix C illustrates the increase in premiums at selected ages that would be required 
to trigger the CBL, according to the NAIC Model Regulation. As an example, a person 
age 75 who purchased her policy at age 65 with an annual premium of $2,000 a year 
would have paid at least $20,000 in premiums over that 10-year period. If she dropped 
the policy after her premium increased 30 percent, either in a single increase or in 
cumulative increases, she would be eligible for CBL. She would have a credit equal to 
the premiums she had paid ($20,000) as a benefit against future long-term care costs that 
would have been covered by the policy. 2 

However, $20,000 today would pay for less than four months of nursing home care in 
most parts of the country. Policyholders who had paid less in premiums when they 
exceeded the percentage of increased premium for their age group would have less than 
this amount as a credit toward their future care. While CBL does provide a small amount 
of benefit if people are no longer able to afford their LTCI coverage, it can be 
devastating for consumers to be priced out of their LTCI policy, particularly when they 
are close to the age when they may need to use the benefit. 

Premiums and Premium Increases 

Premiums for LTCI policies are particularly hard for consumers to compare. Premiums 
for a freestanding LTCI policy are based on 

• Selection of a daily benefit amount; 

• Length of an elimination period; 

• Duration of coverage; 

• Type of coverage; 

• Inflation protection; and 

• Gender and age. 


2 This example would not apply in states that don’t require CBL, or when companies don’t provide this 
protection voluntarily. 
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Younger people certainly pay much lower premiums than older people because their risk 
of needing long-term care is much less likely at age 40 than at age 80, Table 1 illustrates 
the average premiums paid for a policy in 2002. 

Table 1 

Average Annual Premiums, 2002 


$150 Daily Benefit, 90-Day Elimination Period, 4 years of coverage 


Age 

Base Plan 

With 5% Compounded 
Inflation Protection (IP) 

With Nonforfeiture 
Benefit (NB) 

With IP and NB 

40 

$422 

$890 

$537 

$1,117 

50 

$564 

$1,134 

$715 

$1,474 

65 

$1,337 

$2,346 

$1,646 

$2,862 

79 

$5,330 

$7,572 

$6,479 

$8,991 


Source: AHIP 2004. 


Each company determines the premiums it will charge using a different set of 
assumptions and criteria. Consumers are accustomed to shopping for the best price for 
most goods and services, but LTCI is one product where a higher price may offer the best 
protection against future premium increases. The lowest-priced policy may be one that is 
underpriced and especially vulnerable to premium increases. Some industry analysts 
maintain that many LTCI policies were underpriced in the past as an explanation for why 
companies have had to increase the premiums that consumers initially agreed to pay 
(Conning Research and Consulting 2003). 

Consumers may not know that the premiums for the benefits and features they choose 
can change. They are often told, correctly, that the premiums for LTCI are “level,” and 
they can’t be singled out for an increase because of their age or health. However, while 
companies cannot raise premiums because of individual circumstances such as age or 
health, they can raise premiums for entire classes of individuals (e.g., all policyholders 
age 75 and older) based on their experience in paying benefits. While LTCI is 
guaranteed renewable for life, it may not be affordable for life. 

In states using the Suitability Standards of the 2000 NAIC Model Regulation, 3 insurers 
are required during the application process to divulge all rate increases for any LTCI 
policies they sold anywhere in the last 10 years. Such a requirement may provide some 
warning to applicants of the.possibility of a later increase. Whether warned or not, the 
imposition of an increase in the future can lead to a loss of coverage if it is more than the 
person can afford to pay. 

In fact, premiums have been climbing as companies have been faced with an unexpected 
drop in investment earnings and higher retention rates than anticipated (Conning 
Research and Consulting 2003; Lane and Austin 2003). Insurance companies assume that 
a certain percentage of purchasers will die or let their policies lapse before they qualify 
for benefits. When this happens, the company retains those premiums without having to 
pay benefits. If fewer purchasers let their policies lapse, the company may face higher- 
than-anticipated claims for benefits. 


3 

The Suitability Standards call for insurers to obtain financial and other information from applicants to 
screen out applicants who are inappropriate purchasers of LTCI based on their income and other factors. 
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Resulting rate increases of 40 percent, singly or cumulatively, have taken many 
consumers by surprise and caused at least some people to let their coverage lapse 
(California Department of Insurance 2003), Rate increases are usually unnecessary when 
insurance companies are able to set appropriate premiums by estimating 

• The cost and number of future claims; 

• The number of people who will lapse their policies; 

• Return on investment income; and 

• Other expenses. 

With careful estimates, if increases are needed later, they are usually small and 
infrequent. However, when insurance companies get one or more of the above 
assumptions wrong, or they rely on the ability to increase premiums in future years, the 
result may be a substantially underpriced product (Conning Research and Consulting 
2003). Future rate increases will not only be necessary, they are likely to be large and 
occur more than once. Since LTCI can be an expensive product to begin with, the 
pressure on companies to keep initial premiums low and affordable is intense. Lower- 
priced products are more likely to be more attractive to consumers who do not know the 
potential impact of buying a policy with a lower-priced premium. 

The NAIC rate stability requirements in the 2000 Model were developed to moderate or 
eliminate future premium increases, but those requirements apply only to new policies 
sold after a state has adopted these changes, leaving companies free to increase 
premiums for policies previously sold. These requirements include disincentives to 
underprice policies, actuarial certification that initial rates are reasonable, and stronger 
consumer protections and disclosures. To date, fewer than half the states have adopted 
the NAIC’s 2000 Model Regulations (Kofman and Thompson 2004). While companies 
have to justify premium increases to state insurance departments, states have limited 
authority to deny those increases. 

In addition, consolidation within the LTCI industry is some cause for concern because it 
concentrates the nation’s privately insured risk within just a few companies (Forbes 
2003). At least nine of the top-selling companies have left the market since 2000, either 
ceasing to sell LTCI or putting all their long-term care business up for sale (Forbes 
2003; McBimey 2004). One consulting actuary estimates approximately $2.5 billion in 
premiums is now being paid annually to companies that no longer sell this product 
(McBimey 2005). 

Rate increases by one company can create a public relations problem for all companies 
selling LTCI. A 1998 North Dakota class action lawsuit was filed on behalf of elderly 
policyholders who had received rate increases totaling 700 percent over seven years. The 
situation received widespread publicity, culminating with testimony before Congress on 
“low balling” of rates by some companies (Kanner 2000). Some other companies had 
been steadily imposing double-digit increases over the last few years, forcing many 
older people to drop their coverage when they couldn't pay the higher costs. 

The manner in which a company establishes its premiums and the likelihood of future 
increases are not elements consumers can compare when shopping for LTCI. Previous 


13 



531 


premium increases are their only frame of reference, and then only if that information is 
available prior to purchase or at the point of sale. 


Standardization and Other Regulatory Issues 

The Case for Standardization 

Policymakers often suggest that LTCI be standardized along the same lines as Medicare 
supplemental insurance policies. A report by Weiss Ratings (2001) noted the many 
parallels between LTCI policies today and Medigap policies before Congress 
standardized those policies in 1992. Creating a series of standard benefits packages 
could make the product easier to understand and compare. 

Although some minimal standardization has already occurred, it is unlikely to be very 
meaningful for consumers trying to compare policies. For example, the California Public 
Employees Retirement System (CalPERS) limits member choices of daily benefit 
amounts and durations of coverage to several standardized combinations, which still 
results in more than 83 different permutations. Individuals eligible for the CalPERS 
LTCI program have a limited number of product designs and durations from which they 
can choose: 

• They can choose one year or two years of benefits in a CalPERS Partnership or 
three years of coverage or lifetime benefits for the non-Partnership options. 

• If they can’t afford lifetime benefits but are uncomfortable with no more than 
three years of benefits, they can find an unlimited number of choices in the 
commercial market, where they can choose any number of years that fits their 
needs. 

• They can choose a partnership policy outside of CalPERS that offers more years 
of coverage. 

The FLTCIP created a few standard packages its members could select during the initial 
stages of the program, but allowed a full range of choices for those who wanted to tailor 
benefits to their own needs. However, none of these “standardized” options make it 
easier for a consumer to make comparisons between, say, a CalPERS policy, an 
individual policy offered by one or more private insurers, and an FLTCIP policy. 

Colorado is the only state that has actually standardized LTCI policies. According to 
some state officials, the program has been under attack by industry forces since it started 
in 1997. Colorado requires companies to file and offer two policies — basic and 
standard — that are designed by the state. Both policies must be offered to consumers 
along with any others a company sells. Initially, the two plans were a three-year nursing 
home-only policy, and a five-year nursing home and home-care policy. With revisions 
in 2002, the basic and standard plans are now substantially the same. Both cover a full 
range of institutional, home, and community care. The basic plan is a three-year policy; 
the standard plan is a five-year policy. 
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The presence of a standardized product in the marketplace gives Colorado consumers a 
benchmark product to measure against. However, there have been few sales of the 
standardized policies in Colorado. 

Standardization Issues: Definitions and Other Variables 
Defining terms 

The ability of consumers to measure and compare how one LTCI policy will pay for 
their care with another LTCI policy is hampered by the complexity of these products. 
Few of the elements of an LTCI policy are standardized, such as a waiting period and 
how it is calculated. Consumers must guess what the language in each company’s policy 
means. A range of additional variables that compound the difficulty of consumers 
making educated decisions include the following definitional issues: 

• Activities of Daily Living: While most policies adhere to the HIPAA definitions, 
the NAIC Model Regulation allows companies to interpret these definitions in 
different ways. A company might also decide to tighten its interpretation as 
claims increase, shutting out claims the company might have paid previously. 

• Family member exclusions: The issue of family members who will not qualify 
as care providers for benefit payment is not addressed in the NAIC Model. 
Companies can exclude any relative — from either side of the family, down to 
second cousins — or they can exclude only those family members who live with 
the insured person. In some cases, family members who are only remotely 
related and who are professionally qualified caregivers are precluded from 
qualifying by the terms of the policy, even though they may be the most 
competent and the most desirable caregiver. 

• Assisted living: It is difficult for consumers to determine how the definition of 
an assisted living benefit relates to the facilities that provide that kind of care, in 
their state or in any state to which they might move. 

Other critical policy variables 

• Daily benefit amounts: Some companies limit the benefits for home care by 
tying the daily benefit amount to a maximum hourly rate that will be paid to a 
home health aide. The computation of the daily benefit can then be manipulated 
in favor of the company if the hourly rate is set low and the benefit does not 
inflate. For example, a company could write a policy with a daily benefit of $100 
with an hourly rate of $ 1 2.50. Not only is the hourly rate very low for an aide, 
most home care visits are four hours in length, less than the maximum daily 
benefit promised. Consumers may not understand the mechanics of a benefit 
written this way or the out-of-pocket cost that will come with it. 

• Waiver of premiums: Many companies waive premiums after some period of 
benefits payments. But consumers cannot easily determine when those premiums 
are waived, for what services the waiver applies, and whether the company will 
retain any prepaid premiums or will return the excess premium at some point. 
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* Home modification benefit: Many companies provide this type of benefit to 
allow consumers to make their homes adaptable to their needs and allow them to 
stay at home when they need long-term care. But consumers may not know what 
the benefit pays for and how much it will pay. Companies write this benefit in a 
variety of ways, and it may pay as little as $500. Consumers often assume the 
home modification benefit to be more significant than it is. 

* Alternate plan of care: Many LTCI policies include an alternate plan of care and 
promise to pay for services or care in places not covered by the policy. This 
provision can help pay benefits many years, or even decades, later if the places 
or providers of care change. However, this is often at the complete discretion of 
the insurance company. An alternate plan of care has the potential of being an 
illusory promise if the benefit is not clearly written and useful to the insured. It 
should ensure that consumers are able to take advantage of the evolution of care 
and technology. 

* Medical underwriting: Companies can defer medical underwriting and rely on 
the yes/no answers on an application, which many agents fill out and an 
applicant only signs. Insurers that don’t medically underwrite up front can rely 
on the unlimited right in most states to challenge an application accepted many 
years earlier with an allegation of medical information that is discovered through 
the claims process. This practice is called post-claims underwriting by regulators 
and advocates, but it may be called fraud prevention by some companies. 
Although post-claims underwriting is prohibited in Section 1 1 of the NAIC 
Model Regulation, companies have an unlimited right to rescind a policy for 
fraud in most states. 

Insurers do have the right to prevent fraudulent claims against their company. 
Good underwriting at the time of application should screen out people in the 
early stages of Alzheimer’s disease or those who have other obvious health 
conditions. A yes/no question on the application about whether they think they 
might have or be developing the disease is unlikely to achieve the same result. 

* Limited-term policies: These policies are purchased by people who agree to pay 
very high premiums for a fixed period of time, such as 10 years, after which the 
policy is paid up and no further premiums are required. In other cases, where 
both spouses are insured by a single pool of benefits, such an LTCI policy may 
also include a paid-up feature following some event, such as the death of one 
spouse. 

People in many states who buy a limited-term policy with a paid-up feature have 
no lapse protection if they give up their policy due to a premium increase of any 
size during the fixed period in which they are paying premiums. The CBL in the 
NAIC Model does not currently address limited-term LTCI policies, although 
work is being done on a calculation that would provide a benefit if the policy 
lapses due to a premium increase. That protection will only be available, 
however, in policies sold after the date of adoption of the provision in a 
particular state. 
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Agent Training 

Most consumers rely on an agent when buying LTCI. They trust agents to understand this 
complex insurance and to help them select the benefits they need. That trust may be 
misplaced when agents have little or no training to sell LTCI. 

Most states have failed to establish any standards that specifically apply to agents selling 
LTCI, and even fewer require them to take specific training in LTCI before selling this 
type of insurance (Friedland and Lewis 2004; NAIC 2000). Many career agents do seek 
out specialized training and receive designations as experts in their field from a variety of 
training courses and organizations. Many other agents, however, are not well trained to 
understand and sell the most appropriate LTCI coverage, putting consumers at risk of 
receiving misinformation and/or buying insurance that does not meet their needs. 

Consumers have no way to evaluate one designation over another, or to know whether a 
designation indicates expertise on the part of the agent. While insurance companies 
provide extensive information about their products to agents, it is often related to 
marketing and sales rather than detailed information about how a policy works. 

Moreover, purchasing LTCI needs to be part of overall financial planning for retirement. 
Agents need to understand the role of LTCI in the overall picture of protecting financial 
security and improving a person’s LTC options if disability should strike. Agents may 
give bad advice, such as purchasing LTCI with a reverse mortgage, because they don’t 
adequately understand the financial implications — or because they simply don’t care as 
long as they get the commission. If agents don’t understand LTC and the details of 
products they are selling, consumers can buy the wrong policy or the wrong set of 
benefits. Some agents may promise benefits that are not available in the policy they are 
selling simply because they don’t understand how a policy will be used, or they 
misunderstand the relationship of the benefits to long-term care services. 

The advice agents give consumers can have long-lasting effects. For instance, agents 
sometimes don’t offer inflation protection or don’t recommend its purchase because of 
the added premium cost. Yet this protection is critical for consumers who aren’t 
expected to use their benefits for years to come. Adding inflation protection does add 
cost to the premium, but affordability needs to be balanced across all the elements of an 
LTCI policy. Consumers must understand at the point of sale, for instance, that lack of 
inflation protection will gradually reduce the value of their benefit and will result in 
steadily increasing out-of-pocket costs for them at the point that they begin to use 
benefits. 

An agent may encourage the purchase of a policy that is at the limit of a consumer’s 
affordability without taking into account future life changes such as the death of one 
spouse, which can reduce the income of the living spouse and result in an unaffordable 
premium. Consumers might spend thousands of dollars of limited income to pay for an 
LTCI policy that they could lose shortly before they need to claim those benefits. From 
the perspective of public policy, a worst-case scenario may be when a consumer receives 
a tax benefit for purchasing an LTCI policy, lapses that policy, and then turns to public 
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benefits for help with the cost of long-term care. In those cases, taxpayers have paid 
twice: once for the tax subsidy and again for the care. 

Some agents represent a single company and are limited to selling that company’s 
products. Those agents may have a quota to meet or be expected to sell one of the 
company’s products over another. Other agents represent several companies and can sell 
many different products. However, commissions may be a factor in the product the 
agent will encourage a consumer to buy, particularly when the company is paying large 
commissions or bonuses to gain market share. For example, one company was paying a 
commission of 130 percent of the first-year premium during a time when other 
companies were paying 60 to 75 percent (Forbes 2003). In other cases, an agent might 
submit an application to a company that specializes in accepting substandard business 
(accepting health conditions, for example, that other companies won’t cover), exposing 
purchasers to almost certain premium increases later if premiums are not high enough to 
cover the additional risk. 

The NAIC recently adopted a provision intended to improve agent training. It requires 
companies selling LTCI to use only agents who have completed eight hours of training 
specific to LTCI. A qualifying course may not include training related to marketing or a 
specific company’s products. Like other NAIC provisions, however, it applies only in 
states that voluntarily adopt this measure. 

Consumers may also be able to take advantage of information and counseling through the 
federally funded State Health Insurance assistance Programs (SHIP), but only if they 
know one of these programs exists in their state and how to reach it. California law 
requires companies to notify consumers of the availability of the SHIP and provide its 
toll-free number on the outline of coverage. Many of the SHIPs can help people one-on- 
one to evaluate their suitability for the product they are considering and help them 
understand what the policy covers and how the benefits work. 

Conflicting Regulatory Frameworks 

There are at least four different and overlapping regulatory frameworks that might be 
applied to the sale of LTCI policies in a given state, in addition to state-specific 
requirements: 

• HIPAA requirements for tax-qualified LTCI policies (which reference selected 
provisions of the 1993 NAIC Model Act and Regulation); 

• The current NAIC Model Act and Regulation, updated most recently in 2000, if 
adopted by a state (under additional revision as this report is written); 

• The NAIC Interstate Compact (for those states that join the Compact), which is 
in the process of enactment. It is similar to the current NAIC Model Act and 
Regulation, but it will not be required to mirror the NAIC Model; and 

• LTCI Partnership standards, which reference selected provisions of the 2000 
NAIC Model and exceeds HIPAA requirements. 

These regulatory systems are outlined in more detail in Appendix D. In addition to these 
overarching principles, there is a patchwork of state regulations that can have a profound 
effect on consumer protections and policy characteristics from one state to another. 
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Confusing Choices 


Consumers have a bewildering array of LTCI policies from which to choose. These 
products contain an assortment of benefits and features, and come in policy designs that 
vary from one company to another, leading to significant product differences within a 
single state. In addition, an assortment of riders can be added that enhance, change, or 
modify the benefits of the base policy. 

Conclusions and Recommendations 


The need for long-term care is unpredictable— which is why long-term care is a good 
candidate for insurance. Consumers cannot know in advance what might cause their 
need for care or whether they will be able to afford care in the setting of their choice. It 
may seem unreasonable to pay premiums for benefits they may never receive. Yet this is 
a basic tenet of many types of insurance: paying to protect against a circumstance that 
one hopes never to experience. The issue, in this case, is whether the consumer can 
determine whether the premium is fairly priced, based on sound actuarial experience, 
and whether the policy will pay benefits as expected. The recommendations that follow 
will not solve all the difficulties that consumers face. However, they could begin to 
make it easier for consumers to make sound decisions. 

Recommendation: 

* Standardize policy definitions, benefits, features, and provisions. 

If these policy components were standardized, a tool could be developed to help 
consumers compare one LTCI policy with another. Consumers would also have a better 
chance of selecting an appropriate package of benefits and understanding how their 
policy works if common parts of the policy were standardized and could be easily 
compared. No such tool, beyond the most rudimentary, currently exists because it is 
impossible to design one that will compare policies, provisions, and practices that vary 
so greatly. 

While standardizing components of an LTCI policy is desirable, creating standard 
benefit packages does not seem to be an appropriate solution, because the selection of an 
LTCI policy is so dependent on the financial circumstances of the purchaser. This kind 
of standardization could leave some people, who might fall between the cracks of a few 
standardized packages, without the ability to buy the protection they need. 

Recommendation: 

• Require all insurers to offer at least the same benefit packages that are offered 
through the Federal Long-Term Care Insurance Program. 

This would, at least, make it easier for consumers to compare a set of public, private, and 
federal LTCI policies, and could help move the nation toward more standardized terms, 
definitions, and benefits. Additional benefit packages could still be offered. 
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Recommendation : 

• Require LTCI policies that pay benefits for multiple types of care to make the 
total value of all purchased benefits available to the policyholder in any covered 
setting. 

A comprehensive LTCI policy with a “pool of money” feature allows a consumer the 
most flexibility in getting LTC in the most appropriate and desirable setting covered by 
the policy. Inflexible payment options can result in a consumer being unable to use all 
benefits purchased, even if he or she meets the policy’s disability criteria. A home-care- 
only policy should be purchased only if applicants are fully aware that they could be 
exposed to the high cost of nursing home care and other types of care not covered in a 
home-care-only policy, and if they have substantial resources to pay for institutional 
services in the event they are needed. 

Recommendation: 

• Expand funding for the federally funded State Health Insurance assistance 
Programs (SHIP) so that more consumers could take advantage of the 
information and counseling they provide. 

Many of the SHIPs can help people one-on-one to evaluate whether their income, assets, 
and other characteristics make them suitable purchasers for the product they are 
considering. In addition, these programs can help consumers understand what the policy 
covers and how the benefits work, without having a vested interest in making a sale. 

Recommendation: 

• Require companies to offer a standardized option for paying family caregivers 
with appropriate monitoring. 

Many consumers prefer to receive services from family members who are able to 
provide this type of care. LTCI policies that offer this option are generally more 
expensive, and the NAIC regulations do not address this issue. Having a standardized 
benefit option would make it easier for consumers to compare whether it is worthwhile 
to purchase a policy that will allow them to pay family members. 

Recommendation: 

• Revise the NAIC formula for contingent benefit on lapse to provide more 
protection to purchasers. 

The current CBL requires consumers to absorb substantial premium increases before a 
benefit is triggered (see Appendix C), particularly if they purchased their policy while 
young. The NAIC rate stability requirements should limit the number and amount of 
future increases, making it less likely those percentages will ever be reached. People 
who lapse before the approved percentage is reached get nothing in return for the 
premiums they paid. 
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Recommendation: 

• Revise HIPAA standards to parallel the national standards that will apply to 
new LTCI partnership policies, and require that existing partnership programs 
also conform to the new standards. 

The failure of state regulators and the NAIC to insist on more comprehensive standards 
for LTCI leaves an incomprehensible morass of differences for consumers to sort 
through when considering the purchase of a policy. Rather than stimulating innovation, 
this industry free-for-all creates paralysis for consumers and problems for regulators, 
and depresses sales. Now that Congress has approved new minimum standards for 
Partnership policies that can be offered in every state, there is an opportunity for the 
NAIC to build on those minimum standards, enhancing the quality of all products and 
moving closer to a common standard. However, accomplishing this goal will require 
willingness by both state regulators and the NAIC to make these changes to improve the 
product and the marketplace for consumers. 

Recommendation: 

• Regularly update federal HIPAA standards to include the most recent 
provisions of the NAIC Model Act and Regulation. 

It is critical that both the insurance industry and state regulators make changes in their 
current practices to improve the marketplace for consumers. As LTCI continues to 
evolve and change, the regulatory environment needs to keep pace with these changes 
by developing appropriate standards. 


21 



539 


References 

America’s Health Insurance Plans (AHIP). 2004, June. Long-Term Care Insurance in 
2002. Washington, DC: AHIP. 

California Department of Insurance. 2003. Long-Term Care Insurance: Company Rate 
and History Guide. 

Conning Research and Consulting, Inc. 2003. Long-Term Care Insurance — Growth, but 
at What Cost? Hartford, CT. 

GAO. 2006, March. Long-Term Care Insurance: Federal Program Compared 

Favorably with Other Products, and Analysis of Claims Trend Could Inform Future 
Decisions. GAO-06-401. Washington, DC: GAO. 

Forbes Consulting Group, Inc. 2003. Long-Term Care Insurance Thought Leader 
Report. Lexington, MA. 

Friedland, Robert B., and Stephanie E. Lewis. 2004, October. Choosing a Long-Term 
Care Policy: Understanding and Improving the Process. Washington, DC: Center on 
an Aging Society. 

Glickman, James. 2004, July. “Sixth Annual Survey LTC1” Broker World Magazine. 

Health Insurance Association of America (HIAA). 2000, October. Who Buys Long-Term 
Care Insurance in 2000? Washington, DC: HIAA. 

Kanner, Allan. 2000, September 13. Testimony before the U.S. Senate Special 
Committee on Aging. 

Kofman, Mila, and Lee Thompson. 2004, March. Consumer Protection and Long-Term 
Care Insurance: Predictability of Premiums. Washington, DC: Georgetown 
University Long-Term Care Financing Project. 

Lane, Jeffrey, and Carl Austin Jr. 2003, December. Problems Persist for Long-Term 
Care Insurers. A.M. Best. 

McBimey, Martin. 2004, October. “A Billion Here, a Billion There.” Senior Insurance 
Training Services Newsletter 33. 

McBimey, Martin. 2005, July 25. E-mail exchange with author. 

National Association of Health Underwriters (NAHU). 2006. Web site accessed 2-23-06 
at: http://www.nahu.org/legislative/LTC/partnerships.cfm. 

National Association of Insurance Commissioners (NAIC). 2000. “2000 Producer 
Education and Examination Requirements, PR-20-0 1 .” 


22 



540 


Weiss Ratings. 200 L Long Term Care Insurance Premiums Vary Widely. 


23 



541 


APPENDIX A 


PAYING BENEFITS FOR CARE PROVIDED BY FAMILY MEMBERS: 
DEFINITION OF EXCLUDED “RELATIVES” 


The definition of a relative who cannot provide care for which an LTCI policy would pay 
is unusually specific and comprehensive in a Kanawha LTC policy from California, as 
the following example illustrates: 


Relative means a member of Your family who is not a Licensed 
Health Care Practitioner including: You, Your spouse, Your son or 
daughter or a descendant of either: Your stepson or stepdaughter; 
Your brother, sister, stepbrother or stepsister; Your father or 
mother, or an ancestor of either; Your stepfather or stepmother; the 
son or daughter of Your brother or sister; the brother or sister of 
Your father or Mother; Your son-in-law, daughter-in-law, father- 
in-law, mother-in-law, brother-in-law, or sister-in-law. The term 
Relative does not include a Licensed Health Care Practitioner. 

Source: Kanawha Insurance Company LTC Policy Form #80650 1/97 CA 
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APPENDIX B 

DEFINITION OF AN ELIMINATION PERIOD 


The following language is from a G.E. Capital policy from Florida: 

Elimination Period: The number of days that You must receive 
Covered Care before benefits are payable under those Benefits 
that are subject to the Elimination Period. The Schedule states: 

• the number of days in the Elimination Period, and 

• the Benefits to which the Elimination Period applies. 

The Elimination Period can be satisfied by days for which 
payment would otherwise be made under those Benefits to which 
the Elimination Period applies. It can also be satisfied by days for 
which You receive payment under the Home Care Benefit in 
accordance with a Plan of Care developed by a Privileged Care 
Coordinator. Days used to satisfy the Elimination Period do not 
need to be consecutive; and can be accumulated over time. Once 
satisfied, You will never have to satisfy a new Elimination Period 
for this Policy. 

Source: General Electric Capital Assurance Company, Policy Form Number 
FLH 03-01315 


The following language is from CalPERS Evidence of Coverage: 

Deductible Period (also called an Elimination Period) means 
the total number of consecutive number of calendar days that 
must elapse before the benefits covered by this Agreement are 
payable. The Deductible Period begins on the first day You 
receive covered Formal Long Term Care Services after You 
become a Chronically III Individual and have met the 
Conditions for Receiving Benefits. You are not required to 
continue to receive covered services to satisfy the Deductible 
Period, but You must continue to be a Chronically 111 
Individual and to meet the Conditions for Receiving Benefits for 
the number of days shown on the Schedule of Benefits in order 
to satisfy the Deductible Period. 

Source: CalPERS Comprehensive Plan, Evidence of Coverage PR-LTC- 
042003 


25 



543 


APPENDIX C 

NAIC CONTINGENT BENEFIT ON LAPSE 

Age of person at time of LTCI purchase and cumulative amount 
of premium increase that triggers nonforfeiture benefit 


Percent Increase 

Issue Age Over 

Initial Premium 


29 and under 200% 

30-34 190% 

35-39 170% 

40-44 150% 

45-49 130% 

50-54 110% 

55-59 90% 

60 70% 

65 50% 

70 40% 

75 30% 

80 20% 

85 15% 

90 and over 10% 
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APPENDIX D 

CONFLICTING REGULATORY MECHANISMS FOR LTCI 

Listed below are the four major frameworks that states might use in regulating LTCI in 
addition to any state-specific requirements. 

HIPAA 

HIPAA established the first national floor of standardized requirements for LTCI 
policies. To be considered tax-qualified (and, therefore, have the potential to deduct a 
portion of premiums and receive tax-preferred status for benefits received), the benefit 
eligibility threshold must meet the HIPAA disability trigger. This trigger requires that the 
individual be disabled in two or more activities of daily living (ADLs), such as eating, 
bathing, or dressing, or have a cognitive impairment. The threshold for receiving benefits 
cannot be more generous than those allowed under HIPAA without losing the designation 
of a “tax-qualified” policy. Before HIPAA, it was not uncommon for LTCI policies to 
qualify an individual for coverage based on the somewhat loosely defined term “medical 
necessity,” generally an easier standard to achieve. In other areas of regulation, HIPAA 
did not preempt states from enacting stronger standards. 

HIPAA incorporated numerous aspects of the 1993 NAIC Model Act and Regulation, 
including 

• Prohibition of post-claims underwriting, 

• Regulation of replacement policies, 

• Guaranteed renewability, 

• Specification of minimum benefit triggers, and 

• Disclosure requirements. 

These minimum standards have not been updated since HIPAA was enacted, although 
the NAIC has made several changes to its Model Law and Regulation in the interim, and 
some states have enacted additional changes. As a result, the only national standards 
used are now more than 10 years out of date. 

NAIC Model Act and Regulation 

Nearly half the states have adopted the 2000 NAIC Model Act and Regulation, which 
has updated numerous consumer protection standards not required by HIPAA. Most 
notable are the rate stability provisions, including the contingent benefit on lapse that is 
detailed in Appendix C. The NAIC continues to modify its recommendations in 
response to issues in the marketplace. There is no requirement that states adopt these 
recommendations. Therefore, a consumer who moves from one state to another may not 
realize that the consumer protections in effect in the state in which his or her policy was 
purchased may not be enforceable in another state. 
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The NAIC Interstate Compact 

Each state has an elected or appointed chief insurance official who is responsible for a 
state agency that regulates insurance. Each state also has some requirements that 
insurance companies must meet for each LTCI product they sell in that state. Companies 
must comply with the unique requirements of a state before they can receive approval to 
sell an insurance product. Companies have found this process burdensome and have also 
complained that the approval process is unnecessarily lengthy and expensive. 

Companies took their complaints to Congress, and in response to the threat of a takeover 
of insurance regulation by the federal government, the NAIC adopted an Interstate 
Insurance Product Regulation Compact. The NAIC is creating a separate organization 
that will apply a single, uniform set of filing requirements and processes for insurance 
products, including LTCI, that can be approved for sale in participating states. The 
product standards do not standardize benefits, definitions, terms, or conditions of an 
LTCI policy. 

States that join the Compact will allow companies to sell LTCI policies that have been 
filed and approved under the product standards of the Compact. According to the NAIC 
Web site, 23 states have adopted the Compact as of April 2006, and legislation is 
pending in 14 other states. The Compact becomes binding on member states when 26 
states have enacted the enabling legislation, or when states representing more than 40 
percent of the premium volume have done so. 

The Compact agreement sets up a commission with rulemaking authority similar to that 
of a state insurance department. The commission is the exclusive entity for approving 
products filed under the Compact agreement, and its decisions are binding on the states 
that join. Products approved as part of the Compact can then be sold in member states, 
bypassing the member state’s standards as well as its filing and approval process. 

Once a state has joined the Compact, it cannot apply its own state requirements to LTCI 
products approved through the Compact agreement. Insurance companies have the 
flexibility, however, to choose to file their LTCI product with the Compact, or they can 
choose to file it under a member state’s own requirements. The commission can also 
allow a company to self-certify that it meets the Compact’s product standards. 

The commission will decide Whether to accept or reject subsequent changes to the NAIC 
Model Act or to make any other changes to the product standards of the Compact states. 
Current Compact product standards for LTCI are very similar to the existing NAIC 
Model Act and include some standards that are currently under consideration for NAIC 
adoption, but the process for updating or making future changes to the Compact’s 
product standards is at the discretion of the commission. 
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LTCI Partnership Standards 

The passage of the Deficit Reduction Act of 2005 added an additional layer of 
complexity. This legislation included authority for any state to enact an LTCI partnership 
program in which purchasers may protect a certain level of assets, should they deplete 
their private insurance benefit and subsequently seek Medicaid. Any new partnership 
policies will have to meet a different set of minimum federal standards that goes beyond 
the HIPAA standards, but incorporates neither all provisions of the 2000 NAIC Model, 
nor all provisions of the Interstate Compact. Not only does the regulatory environment 
for new partnership policies differ from the HIPAA, NAIC, and Compact standards, new 
partnership programs will have different standards from those pertaining to the original 
four partnership states. 
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Introduction: The Issue of Lapse in Long-Term Care Insurance 

A largely neglected policy issue in the push to expand the long-term care (LTC) insurance 
market is the issue of lapse. Some individuals who purchase policies either voluntarily or 
involuntarily have them cancelled before ever needing them, representing a loss of the premiums 
paid and the resumed exposure to the financial risk of long-term care needs. Lapse rates as high 
as 20-30% per year have been documented (Scanlon, 2000), but estimates vary widely. For 
example, an industry group estimates the percentage at 5.4 percent of policies per year 
(Purushotham, Douglas, and Weston, 2004). Elderly individuals may let policies lapse because 
they experience a change in financial situation such that the premium becomes unaffordable, 
experience a change in competing priorities for funds, experience rising premiums due to the 
insurer’s claims experience over time, or perhaps experience changes in health or family status 
such that their perceived risk changes. If expansion of LTC insurance means new purchases by 
those who can marginally afford policies, lapse rates could potentially increase, making the 
expansion of ambiguous benefit. Furthermore, if lapse rates are highest among the least healthy 
individuals at greatest risk for LTC (and likely facing the highest premiums), expansion of LTC 
insurance may do little to solve the financing challenge and could exacerbate it. 

The existing research on LTC insurance also largely ignores the issue of lapse. The main 
exception is an analysis by Finkelstein, McGarry and Sufi (2005a; 2005b) that views lapse as a 
rational response to new knowledge of decreased risk of needing LTC. Because purchasers of 
LTC insurance revisit the decision to retain insurance each year, they may decide to drop the 
insurance if their risk appears lower than when they bought the policy. Unlike acute-care health 
insurance, insurers are not allowed to adjust premiums for individuals whose risk profiles 
changes (but can adjust for changes in risk for an entire class of policyholders) and therefore may 
be left with only higher-risk people in the insured pool. This puts upward pressure on premiums 
over time even if they appropriately reflected the risk pool at baseline. Empirically, the authors 
find that respondents who have “ever let a LTCI policy lapse” are less likely to have a nursing 
home stay than similar respondents who bought and kept policies, providing support for their 
hypothesis. 

However, several gaps in the story remain. First, the authors acknowledge that dynamic 
selection cannot fully explain lapse behavior, as lapse rates are particularly high immediately 
after purchase, suggesting that the purchase was a mistake to begin with. Second, the authors 
acknowledge but do not test the potential for wealth and income changes leading to lapse as 
opposed to a re-evaluation of health risk. Third, nursing home use is only one measure of long- 
term care utilization and may not reflect changes in perceived risk, which should more directly 
affect lapse behavior. Finally, lapsers were found to substantially poorer and less educated than 
non-lapsers, suggesting that affordability and miscalculation rather than an improvement in 
health risk are likely to be at play. Our study is designed to address these gaps. 

Our Study 

We use 1996-2004 Health and Retirement Study data (the only nationally representative data 
set addressing this issue) to evaluate the role of health, assets, and income (among other factors) 
in predicting lapse of LTC insurance. The study population represents the U.S. population 
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between the ages of 49 and 72 in 1996, spanning the ages during which the vast majority of long- 
term care insurance policies are purchased. We analyze the subset of individuals who complete 
two consecutive waves of the survey and report having LTC insurance in the first of the two 
waves. Lapse is defined as not having LTC insurance in the next wave (two years later). Details 
of the data set and sample, as well as a more detailed description of analysis methods, can be 
found in Appendix A. Detailed tables of results are in Appendix B. 

Results: Lapse rates 

The overall lapse rate found in our data is 38.5% over two years, averaging out to 
approximately 19% per year. Lapse rates have been decreasing over time, starting at 
approximately 30% per year in the mid-1990s and declining to approximately 1 1% per year in 
2002-2004. If we look at only the most credible respondents - those that were able to answer 
basic questions about the attributes of the policies they reported having purchased - the 2002- 
2004 estimates decline to approximately 4-5% per year. This is very close to current industry 
estimates. 

Results: How are lapsers different from non-lapsers? 

Compared with those who retain their policies, we find that people who let a LTC insurance 
policy lapse are significantly: 

• more likely to rate their health as poor or fair 

• more likely to have difficulty with activities of daily living (ADLs — bathing, toileting, 
dressing, transferring, eating) 

• more likely to have difficulty with instrumental activities of daily living (IADLs — using 
the phone, managing money, and taking medications) 

• more likely to be black or Hispanic 

• more likely to have at least one child, to have more than one child, and to have at least 
one child that does not work full time 

• less likely to be married 
« less educated 

• poorer in terms of both income and assets and less likely to expect to leave a bequest 

• younger and less likely to be retired 

Thus, lapsers are generally less healthy than those who retain their policies. In particular they 
are more functionally impaired, which typically defines a need (or future need) for LTC. This 
indicates that those most in need of care are the most likely to drop insurance, most likely due to 
affordability rather than a perceived decrease in risk. On the other hand, lapsers appear to have 
more informal care alternatives in that they tend to have more children and at least one child that 
does not work full time. 

Results: How important are these differences in predicting lapse? 

We used multivariate statistical techniques to estimate the change in the probability of lapse 
that can be attributed to key factors while controlling for other differences. We found that while 
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poor self-rated health and an additional ADL limitation increased the probability of lapse by 1 
and 3 percentage points respectively, these effects were modest compared with the effects of 
being a racial or ethnic minority. Relative to whites, blacks are 18 percentage points and 
Hispanics are 29 percentage points more likely to lapse. Relatively large effects were also found 
for several attributes that decrease the probability of lapse: Females are 8 percentage points less 
likely to lapse than males; those with high school educations are 7 percentage points less likely 
and those with college educations are 13 percentage points less likely to lapse than those with 
less than a high school education. The relative magnitudes are depicted in the chart below. 



Results: Precursors of lapse over time 

While the above results assess the characteristics of people most likely to let a LTC insurance 
policy lapse and the magnitude of effect of those characteristics, they cannot inform the dynamic 
process of what drives the lapse at a particular point in time. Because all persons in our sample 
had LTC insurance at baseline, it is likely that a change in circumstances caused some people to 
re-evaluate the value associated with retaining the policy. Two key types of changes are of 
interest: changes in health and changes in financial status. The first may affect the perceived risk 
of needing LTC and the second may affect the affordability of the policy. 


To investigate the role of changes in health or financial status in precipitating lapse, we 
examined the subset of respondents in our data with three consecutive surveys. We calculated 
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changes in key variables between the first and second surveys and compared these changes for 
lapsers and non-lapsers in the third survey. Compared with those that retained their policies, we 
found that lapsers were significantly: 

• more likely to have experienced a decrease in assets before lapsing 

• more likely to have experienced a decline in health as measured by 

o a new rating of poor health 
o difficulty with additional ADLs 
o a new diagnosis of diabetes 

• less likely to have a new diagnosis of cancer 

Thus, increases in health status such that the expected need for LTC decreases is unlikely to 
explain the majority of lapse behavior, as lapse tends to follow declines in health. It is more 
likely that declines in assets make the policies less affordable - and perhaps simultaneously 
lessen the attraction of the asset-protection motive in retaining insurance. 

Summary of Results 

Current rates of lapse among holders of LTC insurance policies are estimated at 4-1 1% per 
year. We find that individuals who let LTC insurance policies lapse, in addition to being poorer 
and less educated, are disproportionately less healthy and more likely to be racial and ethnic 
minorities than those who retain their policies. The magnitudes of these effects are meaningful. 
We also find that lapse tends to be preceded by declines in health, functional, and financial 
status. Therefore, it is precisely the people with the highest expected need for LTC who tend to 
let their policies lapse. For these people, lapse may reflect a decision that the policy purchase 
was a mistake, or it may be due to a re-evaluation of the affordability or value of the policy, 
precipitated by a decline in assets. 

Discussion 


Demographics point to a dramatically increasing need for long-term care that Medicaid, the 
largest public payer, will certainly not be able to absorb, yet the process and potential negative 
effects of expanding private responsibility are poorly understood. Lapse of LTC insurance 
policies has been largely ignored as an unintended consequence of this expansion. Individuals 
who buy LTC insurance and then let it lapse face resumed risk of LTC expenditures while 
suffering the financial loss of premiums already paid. While the LTC insurance market provides 
a valuable service and efforts to expand it are inevitable, our results have several important 
implications for policy and practice in this arena: 

1 . It matters to whom the LTC insurance market is expanded. Targeting marginal 
purchasers - those with lower incomes and fewer assets - may result in higher rates 
of lapse. 

2. Particular attention should be paid to lapse in that lapse may be contributing to racial 
and ethnic health care disparities. 

3. The costs and benefits of expanding the use of non-forfeiture benefits should be 
explored. 


4 



552 


References 


Finkelstein, A., K. McGarry, et al. (2005). "Dynamic inefficiencies in insurance markets: 

Evidence from long-term care insurance." American Economic Review 95(2): 224-228. 

Finkelstein, A., K. McGarry, et al. (2005). Dynamic Inefficiencies in Insurance Markets: 

Evidence from Long-Term Care Insurance, Working Paper 1 1039. National Bureau of 
Economic Research . Cambridge, MA. 

Purushotham, M., J. L. Douglas, et al. (2004). Long-Term Care Insurance Persistency 

Experience. Windsor, LIMRA International and the Society of Actuaries LTC Experience 
Committee. 

Scanlon, W. J. (2000). Long-term care insurance: Better information critical to prospective 
purchasers. Special Committee on Aging . Washington, DC, Government Accounting 
Office. 


5 



553 


Appendix A: Data and Methods 


Data 

The Health and Retirement Study (HRS) began in 1 992 as a national longitudinal study of 
the non-institutionalized population bom between 1 93 1 and 1 94 1 (i.e., age 5 1 to 6 1 at the time of 
the baseline survey) and their spouses. Respondents and their spouses have been re-interviewed 
every two years since. Waves I- VII (1992-2004) are currently available. The initial sample was 
12,652. The HRS was merged with the Study of Assets and Health Dynamics Among the Oldest 
Old (AHEAD) (over 70 in 1993) into a single data collection effort and instrument starting with 
the 1998 wave. This wave also included two new cohorts, CODA (1924-30) and War Babies 
(1942-47). Wave-specific overall response rates for the HRS have improved from 81.7% in 
1992 to close to 90% in later waves. A complex sample design was used, in which blacks, 
Hispanics, and residents of Florida were oversampled. In addition to large sample sizes, 
excellent response rates, and the long history of repeated measures, the HRS offers several 
additional strengths: detailed questions on ETC insurance; medical history, new medical 
problems, and functional limitation items; and excellent measures of income and assets. 

This project uses the 1996-2004 HRS waves, including the CODA and War Babies cohorts, 
because these waves asked consistently worded questions about LTC insurance and because the 
cohorts during these years span the age groups most relevant to purchase of LTC insurance, 
those planning or beginning their retirement. All subjects from these cohorts included in at least 
two waves are potentially included in the analysis. As we focus on lapse, we use only 
observations from individuals who report having LTC insurance in the baseline year of any two- 
year transition. We exclude individuals who were institutionalized in the second wave of any 
transition, as their numbers are extremely small for this age group (less than 1 percent of the 
sample) and it is unknown whether they retained the insurance to the point of institutionalization. 
This results in a sample size of 4,982 two-year transitions. 

Dependent variables 

The key independent variable, lapse of LTC insurance, is defined from one question on LTC 
insurance status. In each wave of the survey, HRS respondents are asked whether or not they 
have long-term care insurance (“Not including government programs, do you now have any long 
term care insurance which specifically covers nursing home care for a year or more or any part 
of personal or medical care in your home?”). They are also asked if home care is included in the 
policy, if benefit payments increase with inflation, if they have ever received benefits under the 
policy, how much they pay for the policy; how often payments are made, and for how long they 
have had the policy. Lapse is defined as having a policy in one wave and not having a policy in 
the next wave. We use a respondent’s ability to answer the additional questions about their 
policies as a gauge of their “credibility” in knowing whether they truly have LTC insurance. 

Explanatory Variables. 

Key explanatory variables cover the domains of health status, income and assets. Control 
variables include demographics and family structure. Self-reported health status is measured by 
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the question: “Would you say that your health is excellent, very good, good, fair, or poor?” 
Mortality is reported by surviving family members in HRS exit surveys. Medical problems are 

identified by the responses to the question: “Has a doctor ever told you that you have ?” 

Functional status is measured through a set of questions from the Activities of Daily Living 
(ADL) scale and Instrumental Activities of Daily Living (IADL) scale, in which respondents are 
asked whether they have had any difficulty with a specific set of activities. 

Total household income includes individual earnings, household capital income (household 
business income, farming income, self-employment income, gross rents, dividend and interest 
income, trust funds/royalties, and other asset income), pensions, SSDI payments, retirement 
income (annuities, 401k), unemployment/workers compensation, other government transfers, and 
other income. All income data in the public use files are based on self-report, including Social 
Security payments and pension payments. Household wealth includes net value of real estate, 
vehicles, businesses, IRA/Keogh accounts, stocks, mutual funds, investment trusts, bonds and 
bond funds, housing and the value of bank accounts, certificates of deposit. Treasury bills, and 
government bonds less debt. Questions about housing include the value of the primary 
residences and whether the respondent owns or rents. 

Sex, date of birth, education, ethnicity, and race are time invariant for this age group and are 
measured as of 1996. Most other variables (marital status, family structure) vary over time so 
they are defined by the survey wave of the observations. Questions from which these definitions 
are based are asked consistently across all survey waves. 

Methods 


We test (using' fully interacted dummy variables indicating year of survey) whether data from 
all survey waves can be validly pooled, providing more power. Interactions with the year 
dummy were not jointly significant, indicating that pooling is legitimate. We therefore combine 
all two-wave transitions into one analysis data set and control for the base year of the transition. 

Longitudinal analysis, 2-period transitions: 

The basic specification for the longitudinal analysis is a Markov transition matrix and 
conditional multinomial logistic regressions to analyze covariates in each transition. To start, 
each 2-wave pair can be considered a transition from period 1 to period 2, ie. 1996-1998 is one 
transition and 1998-2000 is another. Each individual is classified into 1 of 3 potential states at 
each point in time: living in the community (non-institutionalized) without LTCI; living in the 
community (non-institutionalized) with LTCI; or deceased. We focus on lapse decisions in this 
study, which are plausible transition choices only for individuals living in the community. We 
include potential transitions to death to control for the competing risk and ensure the correct 
denominators. 

Multinomial logistic regression is used to determine the factors that drive the decision to 
retain a LTC insurance policy or cancel it. Each of the period 2 possibilities is regressed on 
health status, assets, income, and other controls measured in period 1 . While the focus is on 
lapse vs. retention, it is essential to control for the competing risk of death in each regression. It 
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is possible, for example, that a severe decline in health leads to substantially increased 
probability of death but only a small increase in the probability of lapse; if we did not control for 
the competing risk of death, we might overestimate the effect of health on lapse. The linearized 
specification for those in the community with LTC insurance in period 1 is: 

Vx{lapse\ death), = y a + + /V^-i + 

where H represents a vector of health-related variables, A represents a vector of financial 
characteristics, and X represents other covariates. 

Longitudinal analysis, higher-order transitions: 

While the 2-period transition analysis provide insights into health and financial factors at the 
time of transitions between insured and potentially uninsured states, it is also possible that 
changes over time in these factors drive decisions about LTC insurance. In other words, the 
transition probabilities from period 1 to period 2 are dependent not just on H, A, and X in the 
first period but also on the change in these factors during the several preceding periods. The 
existence of 5 survey waves allows modeling of the decision process as a function of change 
over at least 3 periods for a sizeable group of subjects (3,477). Again using multinomial logistic 
regression to control for competing risk of death, we model these potential higher-order 
transition processes as: 

Pr(purchase; death), = /? 0 + /?,//,_, + 0 1 A,_ 1 + 0 t X,_ 2 
+ 0 S AHI + /} 6 AA1 + 0, AXl + 0.SH2 + 0 W M1 + 0 n hX2 

where the change variables represent differences in covariates since baseline, e.g.: 


Results of these analyses are included in Appendix B. 
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Appendix B: Results Tables 


Table 1 . Long-Term Care Insurance 2-Year Lapse Rates 


Data Used 

Lapse Rate 
(%) 

1996-2004 

Lapse Rate 
(%) 

1996-98 

Lapse Rate 
(%) 

1998-00 

Lapse Rate 
(%) 

2000-02 

Lapse Rate 
(%) 

2002-04 

!■ -■ 

39 

60 

47 

33 

22 

muggy 

37 

59 



10 


36 

58 

44 

28 

8 

nSalSlNHi 

33 

56 

31 


0 


Note: Credibility based on how many follow-up questions a respondent could answer about basic attributes of the LTC insurance 
policy they reported having purchased at baseline. Credibility group 1 is most credible. 
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Table 2. Baseline Characteristics of Sample by Lapse Status 


Characteristic 

All 

(N=4,982) 

Lapsers 

(N=1920) 

Non-Lapsers 

(N=2,934) 

Deceased 

(N=128) 

Self-rated health 





Excellent 

0.18 

0.18 

0.19 

0.08 

Very Good 

0.38 

0.34*** 

0.42 

0.16 

Good 

0.28 

0.29 

0.28 

0.23 

Fair 

0.12 

0.14*** 

0.10 

0.30 

Poor 

0.03 

0.04*** 

0.02 

0.23 

Functional status 





Difficulty w/ ADLs (0-5) 

0.14 

0.18*** 

0.09 

0.57 


(0.55) 

(0.64) 

(0.42) 

(1.16) 

Difficulty w / IADLs (0-3) 

0.04 

0.06*** 

0.03 

0.17 


(0.26) 

(0.32) 

(0.20) 

(0.56) 

Demographic characteristics 





Female 

0.56 

0.53*** 

0.59 

0.44 

White 

0.87 

0.77*** 

0.94 

0.86 

Black 

0.09 

0.17*** 

0.04 

0.10 

Hispanic 

0.02 

0.05*** 

0.01 

0.02 

Other race 

0.02 

0.02 

0.01 

0.02 

Married 

0.78 

0.77* 

0.79 

0.71 

Age 

63.88 

61.21*** 

65.51 

66.62 


(6.72) 

(6.27) 

(6.43) 

(6.60) 

Education, labor, and finance 





Completed high school 

0.56 

0.59*** 

0.54 

0.63 

Completed college 

0.33 

0.24*** 

0.38 

0.23 

Retired 

0.40 

0.29*** 

0.47 

0.57 

Household income ($) 

74,486 

67,969*** 

79,999 

45,848 


(107,609) 

(88,611) 

(119,957) 

(31,948) 

Household assets ($) 

540,162 

379,200*** 

651,621 

399,767 


(1,116,477) 

(1,227,691) 

(1,041,530) 

(602,910) 

Family 





Has at least one child 

0.94 

0.95** 

0.93 

0.91 

Number of children 

3,14 

3.29*** 

3.04 

3.22 


(1.99) 

(2.04) 

(1.95) 

(2.11) 

Has at least one child not 





working full time 

0.49 

0.55*** 

0.45 

0.44 

Has at least one child who 





owns a home 

0.75 

0.70*** 

0.79 

0.74 

Expects to leave a bequest 

0.56 

0.50*** 

0.60 

0.59 

Time trends 





Time 1 = 1996 

0.20 

0.32 

0.13 

0.14 

Time 1 - 1998 

0.25 

0.30 

0.22 

0.23 

Time 1 = 2000 

0.26 

0.22 

0.28 

0.33 

Time 1 = 2002 

0.29 

0.16 

0.37 

0.30 


Note: Numbers represent means for continuous variables and proportions for dichotomous variables. Standard deviations for 
continuous variables are in parentheses. 

***Significantly different from non-lapsers at p<01; **at p<.05; *at p<.10 
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Table 3. Multinomial Logit Regression of Long-Term Care Insurance Lapse, Controlling for 
Competing Risk of Death fN=4,982) 


Variable 

Outcome: Lapse 

Outcome: Death | 

Self-rated health 

coefficient 

std error 

coefficient 

std error 

Very Good 

-0.150 

0.101 

-0.210 

0.399 

Good 

-0.061 

0.111 

0.429 

0.381 

Fair 

0.053 

0.138 

1.559*** 

0.391 

Poor 

0.546** 

0.246 

3.025*** 

0.473 

Functional status 





Difficulty w/ ADLs (0-5) 

0.171** 

0.084 

0.239* 

0.130 

Difficulty w/IADLs (0-3) 

0.037 

0.143 

0.317 

0.207 

Demographic characteristics 





Female 

-0.485*** 

0.076 

-0.864*** 

0.211 

Black 

0.974*** 

0.142 

0.670* 

0.371 

Hispanic 

1.514*** 

0.269 

0.415 

0.787 

Other race 

0.281 

0.233 

-0.271 

0.602 

Married 

0.017 

0.095 

-0.305 

0.255 

Age 61-65 

-0.466*** 

0.093 

-0.390 

0.296 

Age 66-70 

-0.771*** 

0.106 

-0.368 

0.306 

Age 71-78 

-1.060*** 

0.125 

-0.006 

0.299 

Education, labor, and finance 





Completed high school 

-0.361*** 

0.124 

0.436 

0.317 

Completed college 

-0.742*** 

0.136 

-0.013 

0.370 

Retired 

-0.274*** 

0.083 

0.384* 

0.215 

Household income ($) 

-0.047 

0.048 

-0.149* 

0.081 

Household assets ($) 

-0.173*** 

0.032 

-0.129** 

0.050 

Family 





Has at least one child 

0.176 

0.178 

-0.404 

0.405 

Number of children 

0.039* 

0.023 

0.080* 

0.048 

Has at least one child not working full 

0.165** 

0.077 

-0.178 

0.209 

time 

Has at least one child who owns a home 

-0.281*** 

0.101 

-0.231 

0.282 

Expects to leave a bequest 

-0.126* 

0.071 

0.315 

0.201 

Time trends 





Time 1 = 1998 

-0.332*** 

0.094 

-0.167 

0.335 

Time 1 = 2000 

-0.752*** 

0.099 

0.007 

0.312 

Time 1 = 2002 

-1.246*** 

0.102 

-0.431 

0.325 

Constant 

3.892*** 

0.569 

0.047 

1.062 


Note: Reference outcome is non-lapse. 
♦♦•Significant atpc.Ol; **atp<05; ♦atp<.10 
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Long-Term Care Financing: 
Policy Options for the Future 


Judith Feder, Harriet L. Komisar, and Robert B. Friedland 

Strategies to Improve the Public-Private Partnership for 
Long-Term Care Financing: A Comparative Assessment* 

D issatisfaction with the current public-private partnership for fi- 
nancing long-term care is widespread. For people of all ages, the 
risk of needing extensive long-term care is uncertain, the costs 
of such care— in dollars and family caregiving— can be catastrophic, and 
the availability and quality of care may fall unacceptably short. Instead 
of the insurance protection we rely upon to spread the cost of other risks 
and assure access to needed service, when it comes to long-term care, 
costs are concentrated on the individuals and families of those who use 
service, backed only by a public program of “last resort." Under this part- 
nership, one-fifth of people who currently need long-term care report 
not getting the care they need, and are more likely to suffer serious con- 
sequences (like falling, or being unable to feed or bathe themselves) as 
a result. 

The purpose of this project has been to explore strategies that move 
us toward an alternative public-private partnership— one that spreads 
the cost of financing adequate long-term care beyond the minority who 
need it to everyone at risk. A new partnership not only matters for peo- 
ple of all ages who need long-term care today, but also for the growing 
number of people who will need care in the future. The number of peo- 
ple over age 85, who are most likely to need long-term care, will more 
than triple in the next four decades. The number of people with dis- 
abilities under the age of 65 is likely to grow similarly. Although medi- 
cal and technological advances may reduce disability rates and the need 
for associated supports, there is little doubt that the number of people 
who need long-term care will increase substantially in the years to come. 
Without policy action to better address their needs, we will depend in- 
creasingly on a partnership that we know is grossly inadequate. 

This project aims to shift our policy and political focus from bemoan- 
ing the woeful incapacity of our current long-term care financing sys- 
tem to analysis of what kind of system will best meet needs, both today 
and in the future. Given upcoming demographic change, we can consid- 
er ourselves on the “ground floor” of a long-term care system yet to be 
built. Building an effective system will not be easy. Any change in course 

*This summary is the concluding section, slightly modified , of the report Long-Term Care Financing: 
Policy Options for the Future which can be found at http://Itc.georgetown.edu. 
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will face fundamental policy and political challenges, not the least of 
which are considerable competition for strained public and private re- 
sources and a deep political divide over the respective roles of collective 
and individual responsibility. Analysis cannot eliminate political choices, 
but it can inform them. That is the goal of this project and the propos- 
als it contains. 

Eight proposals from experts commissioned for this project and four 
proposals from other sources have given us four distinct strategies for 
charting a new course: 

• A strategy aimed at promoting private long-term care insurance, 
retaining public financing as a safety net; 

• A strategy to expand the safety net for people with low-to-mod- 
est incomes (with the better-off expected to rely on private financ- 
ing); 

• A strategy to establish public catastrophic long-term care insur- 
ance and stimulate complementary private insurance to fill in the 
gap (along with the safety net); and 

• A strategy to establish universal public long-term care insurance, 
to be supplemented with private financing and a public safety 
net. 

There is promise in each strategy and the strategies are not mutual- 
ly exclusive. It is clearly possible and perhaps desirable both to improve 
the private insurance market and public protection. But it is the differ- 
ence across strategies— who is most likely to benefit? who will be left 
out? how will costs be distributed across taxpayers and individuals?— 
that requires a choice of direction. 

Two of these four strategies rest on the choice to make private long- 
term care insurance the core of a future public-private partnership. Both 
the private insurance strategy and the strategy that combines private in- 
surance with public catastrophic insurance spread risk very differently 
from strategies that rest on a public core. We therefore examine their 
impacts first, then turn to the two strategies grounded in public protec- 
tion. 

A strategy that relies on private insurance aims, for the most part, 
to spread risk without increasing (indeed, some of its promoters hope, 
actually decreasing) demands on public budgets and taxpayers to sup- 
port long-term care. For four proposals sharing this goal, we examined 
the effectiveness of their policies to increase confidence in insurance 
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products, enhance their value, lower their price, or alter their character 
(by combining them with an annuity). Considered alongside the resourc- 
es of potential purchasers, these proposals might increase the number 
of purchasers as much as 40 to 60 percent— from the 7 million policy- 
holders in 2005 to over 11 million policyholders among the adult pop- 
ulation. The fifth policy proposal in this group, the Forced Savings Ap- 
proach, 1 promotes the purchase of private long-term care insurance or 
increased savings by requiring payroll tax contributions to dedicated ac- 
counts. Its mandatory financing has the potential to make private long- 
term care insurance much more like public insurance in scope, but how 
much more is difficult to determine. 

Three of these proposals (Medi-LTC, the Long-Term Care Partnership, 
and The Life Care Annuity 2 )would expand coverage at little public cost 
(though none would reduce expenditures on the safety net). The pro- 
posal that relies on tax deductibility to reduce the effective price of in- 
surance entails a tax loss estimated by the Joint Tax Committee at $1.7 
billion for 2007— spent primarily in new tax benefits for people already 
purchasing private insurance, not new policyholders. 

Who are the people the private insurance strategy is most likely to 
protect against risk? The insurance industry, as well as its regulators, 
recognizes that the appropriateness along with the likelihood of pur- 
chasing private insurance is a function of affordability. Given the cost of 
private insurance, even as affected by the policies considered here, pur- 
chasers will be skewed toward the upper end of the income scale. Who’s 
left at risk by this strategy? For most people, the purchase of private 
long-term care insurance is unlikely. That means that a private insurance 
strategy will leave at risk most of the future elderly, along with people 
under age 65 (young accident victims, people with intellectual disabili- 
ties, people suffering from cerebral palsy, early-onset Alzheimer’s, or 
other disabling conditions) for whom private long-term care insurance is 
not designed. For those who currently need long-term care, regardless of 
age, the private insurance strategy, by design, has no impact. 

As a result, none of these proposals— including the Forced Savings 
Approach— eliminates the need for the Medicaid safety net Except in that 
approach, it would remain the primary source of protection now and in 
the future for most people with extensive long-term care needs. 


1. "Forced Savings as an Option to Improve Financing of Long-Term Care” by James Knickman. 

2. The proposals are: “Medi-LTC: A New Medicare Long-Term Care Proposal" by John Cutler, Lisa M. Shulman, 
and Mark Litow; the Long-Term Care Partnership begun in four states in the 1 990s and made an option for all 
states by the Deficit Reduction Act of 2005; and “The Life Care Annuity: A Proposal for an Insurance Product 
Innovation to Simultaneously Improve Financing and Benefit Provision for Long-Term Care and to Insure the 
Risk of Outliving Assets in Retirement" by Mark J. Warshawsky. 
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A strategy to establish a public catastrophic insurance with private 
insurance to “fill the gap’’ has the potential to spread risk for a larger 
population than private insurance alone. Not only could such a strate- 
gy reduce price and enhance confidence for private insurance, as in the 
first strategy, but its linking of private with public protection would also 
enable a purchaser of private insurance to obtain comprehensive cover- 
age— considerably enhancing a policy’s value. This strategy, targeted to 
seniors (as proposed here), has the potential to double the number of se- 
niors with private long-term care insurance and also increase the num- 
ber of younger purchasers, yielding perhaps as many as 6.2 million new 
buyers of all ages, an increase of nearly 90 percent. 

If, as in the Linked Insurance proposal 3 in this category, public cat- 
astrophic protection were contingent on the purchase of private long- 
term care insurance, that is all it would do— leaving 80 percent of the fu- 
ture elderly population at risk of catastrophic cost or inadequate care. 
If instead, as in the Federal Catastrophic Long-Term Care Insurance Pro- 
gram proposal, 4 public catastrophic benefits were available with or with- 
out the purchase of insurance to everyone over 65 needing care after 
three years, many more could benefit from the new program’s signifi- 
cant new public investment (some of which would substitute for current 
spending on Medicaid). But making service available is not the same as 
eliminating risk. Because it would leave the vast majority of older people 
without private insurance, this strategy’s impact on risk depends upon 
people's ability to fill the front end “gap.” 

Unfortunately, for the majority of the elderly population, for whom 
these proposals were designed, resources limit the ability to finance 
extensive care needs. Only a third of older people could cover nursing 
home costs for even a year, and the percentage is even smaller (16 per- 
cent) for people most likely to need long-term care. Although the new 
benefit would assist anyone, regardless of income, who could manage 
the waiting period with informal care, a public catastrophic program 
spreads risk most effectively for the better-off among the elderly popu- 
lation. Whether because they can afford private long-term care insurance 
or still have resources even after the waiting period, it is this population 
that derives the greatest protection from this approach. 

Who is left out? Because of their limited resources, the bulk of the 
older population remains largely unprotected against financial catastro- 
phe. Alternatively stated, the current partnership remains in place and 


3. "Linking Medicare and Private Health Insurance for Long-Term Care" by Anne Tumlinson and Jeanne 
Lam brew. 

4. "A Federal Catastrophic Long-Term Care Insurance Program" by Christine E. Bishop. 
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most people remain dependent on Medicaid for protection after finan- 
cial catastrophe strikes. These proposals are not designed to serve the 
younger population at risk of disability. 

With catastrophic insurance, the safety net clearly remains essential. 
It is not surprising, then, that the author of the Federal Catastrophic 
Long-Term Care Insurance Program proposes that it be accompanied by 
improvements in the safety net, on which the majority of older people 
will continue to depend if they need extensive care. Because it does not 
protect people from the risk of having resources fall to eligibility lev- 
els, a safety net is not the same as insurance. Nevertheless, all taxpay- 
ers share in financing service costs and a public safety net protects peo- 
ple in need who are least able to protect themselves. We therefore con- 
sider improving the safety net as a means to enhance the current public- 
private partnership. 

A strategy to improve the safety net contrasts with a private insur- 
ance strategy in several respects. First, it targets rather than excludes 
people who currently need long-term care, not the broader population 
at risk. Second and related, it addresses the needs of people of all ages, 
including not only the working-aged population but also those who, be- 
cause of the early onset of disability, will never have the capacity to plan 
for the future. Third, it targets people with the least, rather than the 
most, economic resources. 

As designed in the proposals reviewed here, 5 the establishment of 
uniform national standards would likely have its largest impact on ac- 
cess to Medicaid-funded home and community based care, for which 
states policies currently exhibit the greatest variation. The two safety net 
proposals vary in the terms of eligibility they would uniformly apply— in 
terms of both income levels and qualifying level of disability. Looking at 
income levels of the overall adult population, the proposal to set income 
eligibility at twice the federal poverty level (or three times the SSI level) 
would make almost a third of the population eligible if they developed a 
qualifying long-term care need and exhausted their assets. The propos- 
al to set eligibility at three times the federal poverty level would protect 
almost half the population, once they met disability and asset criteria. 
Among the 8.5 million community adults who currently have long-term 
care needs, about one-fifth would meet the disability and income eligibil- 
ity requirements in the proposal with the more restrictive criteria, while 
about three-quarters would meet them in the proposal with the more 
generous income and disability criteria. Not all these people would im- 

5. The proposals are: "Long-Term Care Policy Option Proposal: Consumer Controlled Chronic, Home, and 
Community Care for the Elderly and Disabled" by Marty Lynch, Carroll Estes, and Mauro Hernandez; and "A 
Federal Catastrophic Long-Term Care Insurance Program” by Christine E. Bishop, 
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mediately be eligible for a Medicaid benefit, however, because, in both 
proposals, they would need to additionally meet asset requirements. As 
designed in the proposals reviewed here, the establishment of uniform 
national standards would likely have its largest impact on access to Med- 
icaid-funded home and community based care, for which states poli- 
cies currently exhibit the greatest variation. The two safety net propos- 
als vary in the terms of eligibility they would uniformly apply— in terms 
of both income levels and qualifying level of disability. Looking at in- 
come levels of the overall adult population, the proposal to set income 
eligibility at twice the federal poverty level (or three times the SSI level) 
would make almost a third of the population eligible if they developed a 
qualifying long-term care need and exhausted their assets. The propos- 
al to set eligibility at three times the federal poverty level would protect 
almost half the population, once they met disability and asset criteria. 
Among the 8.5 million community adults who currently have long-term 
care needs, about one-fifth would meet the disability and income eligibil- 
ity requirements in the proposal with the more restrictive criteria, while 
about three-quarters would meet them in the proposal with the more 
generous income and disability criteria. Not all these people would im- 
mediately be eligible for a Medicaid benefit, however, because, in both 
proposals, they would need to additionally meet asset requirements. 

One of this project's safety net proposals is limited to home and com- 
munity-based care, leaving current arrangements in place for people who 
need nursing home care. The other, would likely somewhat expand the 
number of people financially eligible for Medicaid nursing home care, 
primarily by extending to all states (from the current two-thirds) maxi- 
mum income and resource protections for spouses of nursing home resi- 
dents. In addition, its policies have the potential for a substantial impact 
on nursing home quality. Specifically, that proposal recommends high- 
er payment rates to support better staffing (which, in this proposal, are 
financed through the savings that would accrue to Medicaid from full 
federal responsibility for financing catastrophic care). Although paying 
more for care will not guarantee higher quality, the author makes a per- 
suasive case that without more federal resources, spent wisely, quality 
will actually deteriorate. 

By creating a floor of protection, an improved safety net can dramati- 
cally and immediately addresses unmet need and strengthen long-term 
care services for people least able to protect themselves. Private insur- 
ance remains significant for people with higher incomes, who are al- 
ready most likely to purchase it. However, a partnership that rests on a 
means-tested safety not is not the same as insurance. First, it leaves peo- 
ple with modest income at risk of impoverishment and going without 
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needed care. No matter where the line is draw for eligibility, there will 
likely always be a significant gap between the ability to qualify for the 
safety net and the ability to finance one's needs or secure adequate pri- 
vate insurance protection. The risk that modest income people will ex- 
haust their resources will therefore remain. Second, reliance on a safety 
net will always be subject to the criticism that its availability deters peo- 
ple from protecting themselves. Although evidence is weak that the cur- 
rent safety net, Medicaid is the primary or even a substantial barrier to 
the purchase of long-term care insurance, a safety net will always have 
some effect in deterring people whose resources are close to its eligibil- 
ity standards from purchasing insurance or saving for long-term care 
needs. From a policy perspective, reducing unmet need may be more im- 
portant than avoiding substitution of public for private spending. Never- 
theless, concern that the public program will “crowd out" private fund- 
ing will continue— creating dissatisfaction with enhancement of the pub- 
lic part of the current public-private partnership and potentially weaken- 
ing support for an adequate safety net. 

A strategy for universal public insurance has the potential to spread 
the risk of needing service across the broadest population. Even with 
considerable expansion of private long-term care insurance— even if it 
doubled— most people are likely to be without it when they need long- 
term care. And even considerable expansion of the safety net will leave 
middle income people at risk of exhausting resources and not having 
adequate access to care A universal public insurance program allows 
people at risk to contribute— whether through voluntary or tax contri- 
butions— and can assure benefits to people across the age and income 
spectrum. 

The proposals reviewed here offer alternative designs for the scope, 
timing and financing of benefits . 6 A universal public program can be de- 
signed to provide a basic benefit to everyone in need or benefits suffi- 
ciently comprehensive to meet substantial needs. Both approaches re- 
quire a significant investment of public resources— with the comprehen- 
sive a larger investment than the basic, though both would partially re- 
place Medicaid. And both would leave a role for private insurance or pri- 
vate financing (larger in the basic than in the comprehensive), in filling 
in cost-sharing and adding on benefits. 


6. The proposals are: “A Trade-Off Proposal for Funding Long-Term Care" by Yung-Ping Chen; the Community 
Living Assistance Services and Supports Act (CLASS Act) introduced by Senator Edward Kennedy in November 
2005; a universal, mandatory public insurance system for long-term care similar to Germany's; and “A 
Proposal to Finance Long-Term Care Services Through Medicare With an Income Tax Surcharge" by Leonard 
E. Burman and Richard W. Johnson. 
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Basic and comprehensive policies examined in this project are per- 
haps most interesting for their timing and financing. A public insurance 
proposal could be implemented immediately, improving care for those 
who currently need it, regardless of age or income, and alleviating Med- 
icaid’s fiscal pressure on the states. Or, as in some of the proposals re- 
viewed here, they can phase in coverage as resources accumulate— that 
is, prefund future costs. (The Forced Savings approach, a strategy to pro- 
mote individual savings and private insurance, also relies on pre-fund- 
ing, through the payroll tax.) The CLASS Act starts out with the working 
aged population, covering every worker who opts for payroll deductions 
contributed to a designated fund for five years. A more progressive fi- 
nancing approach— similarly starting with individuals under age 60— 
would combine a lifetime income tax surcharge with general revenues. 
This Medicare Benefit 7 proposal aims to replicate the income distribution 
of current long-term care financing across income groups, while spread- 
ing costs across the full population, rather than concentrating them on 
users. General revenues support the new system, just as they support 
Medicaid. Private financing, which currently increases with income, is re- 
placed by a surtax on the income tax, which would do the same. Essen- 
tially, this proposal allows future elderly to pool their resources to fi- 
nance future benefits — paying now to support future needs. 

Over time, these proposals spread risks for most people. However, 
now and in the future, they leave some people out. The income-tax-fi- 
nanced Medicare benefit would immediately cover Medicare beneficia- 
ries under age 55, but, until they “age in,” would leave out younger peo- 
ple with disabilities who never qualify for Social Security or Medicare, as 
well as people who are currently age 60 or older. The CLASS Act similar- 
ly has gaps— perhaps most importantly excluding people with disabili- 
ties unable to establish a five-year work history.. By design, a basic ben- 
efit falls short of meeting all the needs of the people who need the most 
services. And even a comprehensive benefit will require cost-sharing and 
have benefit limits. Any benefit for everyone, whether basic or compre- 
hensive will leave “holes” to be filled by private insurance for higher in- 
come people and the always-essential safety net for low-income people. 

Looking across the four strategies, is there a bottom line? Analy- 
sis cannot tell us which strategy to choose. But it can demonstrate the 
importance of actually making a choice, and the likely consequences of 
choosing a particular direction. 


7. "A Proposal to Finance Long-Term Care Services Through Medicare With an income Tax Surcharge" by 
Leonard E. Burman and Richard W, Johnson. 
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Without an explicit choice to act differently, the implicit choice is 
to continue reliance on the current public-private financing partner- 
ship. Over time, private insurance will likely grow, expanding protection 
among people with higher incomes. Alongside it, the public safety net 
may well deteriorate, under the pressure of growing demand. The out- 
come of this path of least resistance is clear, but it is hardly desirable. 

An explicit choice means deciding whether the future long-term 
care financing partnership should rest on a private or public founda- 
tion. Analysis tells us that policy changes can improve and extend pri- 
vate insurance. But its benefits will inevitably be limited to the top tier 
of the income-distribution; it has little potential to spread risk for the 
rest. Even if it is accompanied by a universal public catastrophic bene- 
fit, a strategy grounded in private insurance will enhance protection pri- 
marily for older people with higher incomes, leaving most older people 
and all younger people with disabilities at considerable risk— or depen- 
dent on the safety net if they need substantial care. Making private long- 
term care insurance policies better for those who can afford them makes 
sense, but making it the centerpiece of the nation’s long-term care policy 
does not. 

If we wish to spread risk across the broad population, public insur- 
ance must be at the core of future policy. To make public insurance fis- 
cally manageable, its benefits can be basic rather than comprehensive 
and they can be phased in over time as future older people prefund their 
own care, rather than shifting costs to their children. Further, no matter 
how generous that insurance, it will not cover all service needs or elimi- 
nate the importance of personal financial contributions of family care. 

Planning for the future and caring for one's family members will, as they 
should, remain critical to an effective long-term care system. But private 
support will be built around a predictable core that everyone can count 
on. 


Not only does that mean that there will always be a private part of 
the public-private partnership— in family care and personal resources. It 
also means that we cannot ignore the importance of an adequate public 
safety net. No matter how thoughtfully we design our policy, now and in 
the future, substantial numbers of younger and older people who need 
long-term care will simply not have the resources to fill the inevitable 
gaps. Now and in the future, policy must therefore place a high priority 
on improving that safety net— if not along lures considered here, at the 
very least, in terms of assuring that everyone, regardless of the state in 
which they live, has access to services that assure a safe and decent qual- 
ity of life. 
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Long-Term Care Insurance 


Relatively few older persons have private 
insurance that covers the cost of long-term care. 
Many common long-term care needs (e.g., 
bathing, dressing, and household chores) do not 
require skilled help and therefore are not 
generally covered by private health insurance 
policies or Medicare. 

But without private insurance or public 
program coverage, the high cost of long-term 
care is unaffordable for most Americans. The 
average cost of a nursing home stay is more 
than $67,000 per year and exceeds $100,000 in 
some urban areas. 1 The base rate for assisted 
living facilities is over $35,000 per year. 2 
Hourly home care agency rates average $37 for 
a licensed practical nurse and $19 for a home 
health aide. 5 

As an alternative to public program 
coverage and direct payments for services, a 
market for private long-term care insurance 
(LTCI) has developed in recent years. 

However, its overall role is still limited: private 
insurance currently pays for about 7 percent of 
all long-term care costs. 4 

Who Buys Long-Term Care Insurance? 

By 2005, roughly 7 million LTCI policies 
were in force in the United States. 5 Most 
policies sold today (90 percent) cover services 
received in a range of settings, including 
institutions and at home. Typically, policies 
reimburse the insured for long-term care 
expenses up to a fixed amount, such as $100 or 
$150 per day. 

To receive benefits, the insured must meet 
the policy’s disability criteria. Nearly all 
policies define disability as either severe 
cognitive impairment or the need for help in 
performing at least two “activities of daily 
living” such as bathing and dressing. 

In 2005, the typical purchaser was age 61 
and had fairly substantial income and assets. 
Nearly half (49 percent) of purchasers had 


incomes over $75,000 per year and more than 
three-fourths (76 percent) had over $100,000 in 
liquid assets. By comparison, only 30 percent 
of die general population age 50 and older had 
liquid assets in excess of S100,000. 6 
Cost of Long-Term Care Insurance 

The cost of LTCI is the reason that most 
people give for not purchasing it. 7 Factors that 
affect the policy’s premium include the 
individual’s age at time of purchase, the amount 
of coverage, the length of any waiting period 
before benefits are paid, the stringency of 
benefit triggers, whether policyholders can 
retain a partial benefit if they let their policy 
lapse for any reason, including inability to pay 
(“nonforfeiture benefit”), and whether the 
policy’s benefits are adjusted for inflation. 

Table 1 shows the average annual premium 
for policies in 2005. On average, these policies 
provided a daily benefit of $143, 5.5 years of 
coverage in home and institutional settings, and 
included some form of automatic inflation 
protection. 

Table 1 : Average Annual Premiums, 2005 
Ages Premium 


All 

55-64 

65-69 

70-74 

75+ 


$1,973 

$1,877 

$2,003 

$2,341 

$2,604 


Source: National Clearinghouse for Long-Term Care 
Information 

Private LTCI is priced differently from most 
other types of insurance. While health and life 
insurance policy premiums generally increase 
with age, most LTCI policies offer the 
purchaser a premium that will not increase as a 
result of individual circumstances, such as age 
or health condition. Insurance companies can, 
however, increase premiums for entire classes 
of individuals (e.g., all policy-holders age 75 or 
older) based on their experience in paying 
benefits. 
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Premium Rate Stability 

An important issue for consumers is 
whether premiums will increase beyond what 
they can afford. In August 2000 the National 
Association of Insurance Commissioners 
(NAIC) adopted standards designed to help 
protect consumers whose premiums increased 
beyond a certain threshold. To date, 24 states 
have adopted this provision (see Table 2). 8 

Table 2: States That Have Adopted NAIC 


Premium Rate Stability Provisions 




Pennsylvania 

Colorado 

Minnesota 

South Dakota 

Florida 

Missouri 

Tennessee 

Idaho 

New Mexico 

Texas 



Utah 

Iowa 


Vermont 

Kentucky 

Ohio i 

Virginia 

Maine 


Wisconsin 


Source: ACLI 


Premium stability depends largely on the 
accuracy of insurers’ predictions regarding the 
cost and number of future claims, the return on 
investment income, and the number of people 
who will lapse their policies. If insurers 
miscalculate, premiums may need to be 
increased in order to pay claims. 

Lapse Rates 

There is some evidence that lapse rates for 
LTCI have been declining. One study reports 
total lapse rates of approximately 5 percent 
during 2002 - 2004. 9 However, this average 
masks significant variations. During the first 
year of purchase, some 9 percent of buyers let 
their policies lapse. 10 Lapse rates in the first 
year also are substantially higher among 
policies with lower benefits. For example, 16 
percent of policies with a lifetime maximum 
benefit under $100,000 were lapsed in the first 
year, compared to 8 percent of policies with a 
lifetime benefit over $250,000.' 1 

Inflation Protection 

Inflation protection is an important policy 
feature because the cost of long-term care has 
increased significantly over time. An individual 
who purchases LTCI in his or her 60s may not 
need benefits for 20 or more years. Without 
inflation protection, the value of the insurance 
benefits is likely to erode. 


The best protection for buyers, especially 
those under age 70, is to purchase 5 percent 
automatic, compounded inflation protection. 
Even with this protection, a policy will cover, 
on average, just 70 percent of estimated lifetime 
nursing home costs. It will, however, cover 
more than 90 percent of typical home care or 
assisted living costs. 12 While most purchasers 
with incomes of $75,000 or more buy inflation 
protection (86 percent), fewer than half of 
buyers with incomes below $25,000 do so (44 
percent). 15 

Tax Treatment 

Nearly all policies sold today meet federal 
standards for favorable tax treatment. 
Individuals covered by such policies are 
allowed to deduct their premiums, up to a 
maximum limit that increases with age. For 
example, in 2006 someone age 40 or younger 
could deduct $280 whereas taxpayers ages 71+ 
could deduct up to $3,530. However, to 
qualify, the taxpayer must itemize deductions 
and have medical costs in excess of 7.5 percent 
of “adjusted gross income” - a standard that 
relatively few taxpayers meet. 
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Personal Freedom® is About Choices! 


What would you do if tomorrow morning you woke up and couldn’t get out of bed on your own 
or you needed help taking a bath, getting dressed or feeding yourself? Have you and your 
family members prepared for the emotionally and financially devastating costs of receiving 
Long Term Care? If you haven’t, now is the time. 



Advances in medical technology and changes in lifestyle have resulted in our living healthier 
and longer lives than any previous generation. This lengthening of our life span also means we 
are more likely to require some form of assistance with walking, bathing, dressing or eating, 
commonly referred to as activities of daily living , at some point in our lives. This assistance, 
which may last a few weeks, months or several years, has become known as Long 
Term Care. 


Unfortunately, many Americans are unaware of the financial risks associated with 
needing Long Term Care Services, yet the Health Insurance Association of America 
currently shows nearly 1 out of 2 people turning age 65 will spend time in a Nursing 
Facility. ' 

Furthermore, nearly 3 out of 4 of the same group 
will require care at home.' Many incorrectly 
believe their traditional health coverage, 

Medicare, Medigap Insurance and most 
HMO’s, will cover the cost of Long Term Care. 

However, these types of coverage are designed 
to provide benefits to cover the cost of acute 
care services, such as hospital stays and short 
term skilled nursing care. They do not cover 
unskilled care at home or care in an Assisted Living 
Facility, Personal Care Facility or most lower level 
facilities. 

Long Term Care Services continue to evolve to adapt to 
our ever-changing needs and there are now many ways we 
can receive help when we need care/assistance. If you were to 
develop a condition which would require you to receive assistance in 
your home or in a facility, Personal Freedom® pays for the full continuum 
of Long Term Care Services in the setting which will best suit your 
recovery. Most importantly, it allows you to preserve your 
independence and quality of life, which gives you the freedom 
to be you. 


HIAA, “Long Term Care: Knowing the 
Risk, Paying the Price", 1997. 
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The Freedom of Choosing Benefits 

Lifetime Maximum Benefit Amounts 
0 $75,000 0 $150,000 0 $250,00 0 Unlimited 

Maximum Daily Benefit Amounts 
0 $70* to $350 
First Day Coverage 
(Other elimination periods available.) 

*$100 Minimum in New York City Metropolitan Area. 

How This Plan Works! 


Personal Freedom® offers a flexible benefit account which acts as a pool of money 
and may be allocated for care at home or in a facility. 

As you utilize benefits, money is deducted from your pool. 


For Example: 



Servicemarks shown are registered servicemarks or servicemarks of Penn T reaty American 5 " Corporation 
and/or its affiliates. Copyright©2001 Penn Treaty American SM Corporation and affiliated companies. All rights 
reserved. 

American Independent Network Insurance Company of New York su 
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Home Care and Community-Based Care Benefits 

Our Home Care and Community-Based Care Benefits Pay Up to 
100%* of the Maximum Daily Benefit for All Levels of Care Including: 

Unskilled Homemakers-such as family members, friends or religious 
organizations for assistance with: “Instrumental Activities of Daily Living" [Cooking, 
Shopping, Housekeeping, Laundry, Telephoning, Bill Paying, Medication 
Management], 

Family Members-who provide Home Health Care and/or Homemaker Care may 
also be reimbursed for any training costs they may incur, in order to provide in- 
home care. (One-time reimbursement up to five times the selected Daily Benefit 
Amount. Benefits for Family Members must be pre-approved by us. Spouses and 
individuals living in your home prior to your needing care are not eligible.) 

Licensed Skilled Care-/RW’s, LPN's, Physical Therapists, Speech Therapists] 

Home Health Aides-who provide assistance with “Activities of Daily Living" 
[Eating, Bathing, Dressing, Transferring, Toileting, Continence], 

Meals on Wheels-pays up to $25.00 per day. 

Qualifications For Benefits 

There must be the inability to perform two of six "Activities of Daily Living" 
(eating, bathing, dressing, transferring, toileting, continence) without substantial 
assistance for a period of at least 90 days due to loss of functional capacity. 

OR 

Requiring substantial supervision due to Severe Cognitive Impairment. 

Pays Up To 80% if you do not notify us within 15 days of the start of care/ 
assistance. If. however, you notify us once this 15 day period has passed, 
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Assisted Living Facility Benefits 

Assisted Living and Nursing Facility Care Benefits pays up to 1 00% of the Maximum 
Daily Benefit for all Levels of Care including: 

Assisted Living Facilities 

■ Personal Care Facility ■ Residential Care Facility 

■ Alzheimer’s Centers ■ Adult Congregate Living Facility 

Nursing Facilities 

■ Custodial Care ■ Intermediate Care 

■ Skilled Care 

Bed Reservation-Reserves your bed in the facility for up to thirty (30) days if you 
become hospitalized during your stay. 

Adult Day Care Facilities-Pays up to 50% of the Maximum Daily Benefit. 
Hospice Care-Pays up to 50% of the Maximum Daily Benefit. 

Respite Care-Pays up to 50% of the Maximum Daily Benefit. 

Features of This Plan 


0 Pre-Existing Conditions 0 Alternative Plan of Care- 

Covered Immediately Proposal for care must be 

requested prior to receiving 

0 No Prior Hospitalization care and must be approved by 

Required you, your physician and us. 


0 1 0% Marital Discount 

0 Waiver of Premium 


0 Restoration of Benefits 
0 Guaranteed Renewable 
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Optional Benefit Riders 

Nonforfeiture Benefit Rider 


This rider protects you in the following way: 

If this policy lapses because you 
discontinue paying the premium, you will 
be entitled to keep a portion of the 
coverage offered by the policy even after 
it lapses. This reduced paid-up coverage 
shall remain valid and in force for as long 
as you shall live. This policy must be in 
force for a minimum of three (3) years 
before this benefit is available. Thereafter, 
the benefits will increase with each 
additional year the policy is renewed. 


Return of Premium Benefit Rider 

This rider protects you in the following way: 

A refund of premium will be paid to your 
estate if death occurs while this rider is in 
force. Your refund amount will be all or a 
portion (depending on how long the policy 
and rider are in force) of the premiums 
paid, from the inception date of this policy. 



Lifetime Inflation Rider 

This rider provides for an increase of the selected Maximum Daily Benefit and the 
Lifetime Maximum Benefit Amount by 5%, compounded annually, on each 
anniversary date for as long as the policy and rider are in force. 

$265 

i J208 jgjgl 


20 

Number of Years Rider is in Force 
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Care Solutions 3 * 


1. Who Will You Call if 

You Need Help Finding 
Care In Your Home? 
American Independent 
Network offers you Care 
Solutions 53 *. This service 
is provided free of charge, 
and will not reduce the 
benefits of your policy. 


2. Should you need help 

setting up care or making j 
arrangements for care, just 
make one phone call to our 
Care Solutions 3 * Unit at 
1 -800-362-0700. A Care 
Coordinator will work with 
you to design a plan of [ 
care suited to meet your 
individual needs. 1 


3. Your Care Coordinator 
will handle ail the details 
and can even help select a ; 
caregiver. They will also : 

follow-up to ensure you are | 

getting the care you need , I 
when you need it. I 
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May Be Tax Deductible 

If your medical expenses, including your Long Term Care premiums, exceed 
7 1/2% of your adjusted gross income, you may claim the premiums as tax 
deductions.* The maximum eligible amount of tax deductible premium is: 

Aae at end of Taxable Year 2002 Maximum Eligible Amount for 2002 

40 or Less $240 

41-50 $450 

51-60 $900 

61-70 $2,390 

71 & Over $2,990 


These amounts are to be adjusted annually to reflect changes in the 
medical care component of the Consumer Price Index. 

'Subject to limitations, consult with your tax advisor for further information. 

This brochure is an illustration , not a contract. 

Consult your Outline of Coverage for a complete description of benefits and riders available to you. 

www.penntreaty.com jjj]j[§js |ff§| NYSE listed: PTA 


Home Office ' * \ 

3440 Lehigh Street- ‘ 

§tefll 8bajfe2-tm)o 



Receipt 


Received from a payment of $ 

in connection with an application for insurance with American Independent Network Insurance 
Company of New York SM . This receipt is not valid unless payment is made whether by check, 
draft or money order and is good and collectible. 

Please make checks payable to: 

American Independent Network Insurance Company of New York SM 

Not to Any Individual, Agent or Agency! 

Dated at on 

Agent Signature 
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Genworth* 

Financial 


CLASSIC SELECT SM 
APPLICATION BOOKLET 

LONG TERM CARE INSURANCE 

Underwritten by Genworth Life insurance 
Company of New York 


New York 


43I&3NY mm 
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NEW YORK 

CLASSIC SELECT 5 ” APPLICATION INSTRUCTIONS 


Step 1 -Ensure basic underwriting eligibility. 

a) Check applicant height and weight to see if they meet the 
Basic Qigibility Requirements in the taNe below. 

b) Complete the Insurability Profile section on page A-l. 

Step 2- Complete the entire application to avoid returned 

applications and processing delays. Do NOT use correction 
fluid. Cross out and initial changes. 

BASIC ELIGIBILITY REQUIREMENTS 


If over or under limits below, do not take the application. For diabetic or 
osteoporosis height/weight tables, please see the underwriting guide. 

HEIGHT jWE'UHr HEIGHT ; WEIGHT 


L.JJ 

Female \ 

: -MX. 
■Mate 

i 

iMR -MAX j 
i ftmeie i 

MAX. 

\Male 

4'fr j7i 
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J5? 

i 
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• 


a 8" I 

1112 | 

237 1 
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.vV ' 

l&v - " 
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m:\ 



•V 't: . ■ 


5*10" | 

!l? ] 

1-251 

1285 

■ivr ' ; 


M 

i'c.’vr;:-,! 





4.73 s J 

:\&M 

frir* | 

Y* 

2 b6 

280 

IV l 

m ! 

1S4 


mu 

mm 

mm 

- 

•• 


6*2" 

133 : 

280 j 


s‘2 ~ 

137 

m 


We 



:.v- |j : ; ; 

703: '"Vv 


6‘4* j 

•y 

73T, 

m 

.o. 

210 

221 

'H* -i;': | 

W'-i 


32? :r; 

‘V:.‘ : ! u7- - 

mV4.: 

223 

m:.:- 

23b 


14 1 \ 

[312 

323 


DISCOUNTS 


Couples Discounts will be provided to applicants in one of two situations: 

1 ) when both submit valid applications, together or within 1 2 months of each 
other, correctly answering NO to questions 1 through 5; or 2) when one submits 
a valid application correctly answering NO to questions 1 through 5 and his 
or her partner is covered under a long term care insurance policy issued by 
Genworth Life Insurance Company. Preferred Health Discounts are given to 
applicants who accurately answer NO to all parts of questions 1 through 7. 

(The Shared Coverage rates for couples already include built-in discounts.) See 
the chart beiow for the discount amount® based on discount combinations. 
There is a 35% maximum discount per policy. (15% preferred health; 1 0% 
couples; 1 5% couples issued, reduced to 10% if combined with preferred 
health discount) 


IP0UC7TYPE 

! 

101A1.DI 

APPJ 
1 ! 

SCDUOT 

MMT 

!2 

2 Applirraats Soft Issjjfid/Bcm Preferred 

mm-f w 

2 Applicants Bom issiad/Ona Preferred j 

^•W.. 

individual 1 

'mm 

lodvr&al , 

mmm 

Shored 

msl 

md 

1C% 1 

mw\ 

i 15% j 

sawSss 

m 

25% 

isnss 

WMi 


COUPLES 

In addition to married couples, applicants who are not married but meet certain 
criteria may be eligible to apply for a Shared Benefit Policy or to receivea 
Couples Discount Please refer to ihe "Affidavit of Domestic Partnership'’ form 
for an explanation of th8 state criteria and instructions on how to access these 
couples' benefits. 


AGENT'S REPORT 

Used for processing only, this does not become part of the issued policy. 
CONDITIONAL INSURANCE AGREEMENT 
A minimum of 3 months premium must be submitted with the application 
in order to be eligible for the Conditional Insurance Agreement. If eligible, 
coverage begins on the date the application is signed, unless a later 
effective date is requested on page A-7. For EFT payments, use the EFT 
authorization form. 

FAMILY HISTORY PROFILE 

Information obtained in Section E "Family History Profile" will not be used to 
decline an application or deny a Preferred Health Discount 

OUTLINE OF COVERAGE 
Leave appficant® the Outline of Coverage. 

MINIMUM UNDERWRITING REQUIREMENTS 


Pre Qualification 800 354-6892 


AGE 

i 13-64 j 

85-71.: 

J & 79 

PREFERRED HFAU'H MRR 


X 

r >; 



PHI'! 

UK 

Phena Health interview 

X 

.... 


NGN-PfitFe'RRED ^VA ^*"*3^1.“.*- 




Doctor visit « MBIT 

X 

X 

X 

test 2 yearn loteivte#' 

• - 


X 

No doctor visit in 




last 2 yews M i w:-ro '.-h-otttr 

Mi 




PHONE AND IN-PERSON HEALTH INTERVIEW REQUESTS 

When needed, phone and fn-person health interviews will be ordered by the 
Home Office. 

Please provide applicants with the Guide and Checklist For Your long Term 
Care Insurance Application {available online or by ordering form #81 707NY), 
which explains both interviews. Let applicants know all costs associated with 
the interviews are paid for by us. 

The interviews include questions about daily activities and a brief cognitive 
exercise. ThB in-person health inlerviewtakes approximately 1 hour, and the 
phone health interview takes about 20 minutes. 

SUBMIT TO HOME OFFICE CHECKLIST ~ 

Use this checklist to help ensure that you send h all necessary information. 

O Application (fully completed using bki8 or black ink. Must be received at 
Genworth Home Office within 30 days of the date the application was 
signed by the client) 

O E FT Authorization (if paying by this method} 

O Health Information Authorization 
O Replacement Notice (when required) 

O Suitability form 

O Potential Rate Increase Disclosure Notice 
O State specific forms (when required) 

O Affidavit of Domestic Partnership form (when required) 

O Beneficiary Designation Form for Return of Premium rider (when chosen; 

not required if beneficial will be estate) 

Please complete the above forms, provide agent aid client signatures, date all 
forms, and mail (with any collected premium payment made payable to): 
Genwotth Life Insurance Company of New York, Administrative Office 
31 00 Albert Lankford Drive, Lynchburg, VA 24501-4948 


43183NY 03/28/08 
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COVERAGE SELECTION Complete and submit only one Coverage Selection page, 

CLASSIC SELECT COVERAGE - INDIVIDUAL (use reverse for shared coverage.) 


D L1CANT A APPLICANTS 


.ttName Age Print Name Age 


BASIC BENEFIT SELECTIONS 

Daily Maximum $ 

Benefit Multiplier O Unlimited 0365G 02920 02190 

____ 01825 01460 01095 0730 

Elimination Period O 30 days O S3 days 0 1 80 days 


Home Care Benefits Ol00% 050% 1 Home Care Benefits Ol0G% 050% 


Inflation Protection/Benefit Increases 

O 5% Compound Increases O 5% Equal increases 
O 3% Compound Increases O No Increases 


OPTIONS/RIDERS 


Monthly Maximum* OYes ONo 

*Not available with 50% Hone Care Benefits option. 


Waiver of Home Care Elimination Period* O Yes O No 

*Not available with 50% Home Care Benefits option. 


Daily Maximum $ 

Benefit Multiplier O Unlimited 03650 02920 02190 

01825 01480 01095 0730 


Elimination Period O 30 days O 90 days 0 180 days 


O 5% Compound Increases 
O 3% Compound Increases 


O 5% Equal Increases 
O No increases 


Monthly Maximum* OYes ONo 

*Not available with 50% Home Care Benefits option. 


Waiver of Home Care Elimination Period* OYes ONo , 
*Not available with 50% Home Care Benefits option. 


Survivorship Benefit 7-Yearartd 10-Year options are only available if a couple both apply for and are issued policies. Check only one box 
O 7-Year (optional) 0 10-Year (optional) ONone 


Restoration of Benefits O Yes** O No Restoration of Benefits O Yes** O No 


Nonforfeiture Benefit OYes ONo 1 Nonforfeiture Benefit O Yes O No 

Return of Premium Benefit 0 10- Year O Decreasing after age 65 ONo J Return of Premium Benefit 0 10- Year O Decreasing after age 65 ONo 
" ' ^easing Return of Premium after ag8 65 only available up to age 64. Beneficiary Designation for Return of Premium Benefit is Your estate unless otherwise 
mated and submitted on a separate form. 


DISCOUNTS 


Eligible for Preferred Health Discount OYes’ ONo j Eligible for Preferred Health Discount OYes* ONo 

*Must accurately answer No to all parts of questions 1-7. If medical Nstoiy is found inconsistent with your answers, premium will be adjusted accordingly. 


Eligible for Gouples Discount O Yes O No Criteria must be met. See ‘ Application Instructions. "If YES and second applicant is applying on this 
application, no further information is needed. If second applicant is not applying on this application i please provide the following. 




Second Applicant Social Security Number 


PREMIUM INFORMATION 


Submitted Full Modal Premium $ - 


Premium Payments O Standard O 10-Pay O Pay-to-65 4 


Premium Payment Mode O Annual 11.0) O Semi-annual (.51) 

O Quarterly (.26) O Monthly* (.09) 

* Automatic draft of checking account required. Must complete EFT form. 


Replacement Is this to replace an existing policy with us? OYes ONo 


Second Appficant Existing Policy Number 


Submitted Full Modal Premium $. 


j Premium Payments O Standard O 10-Pay O Pay-to-65 4 
Wnly available for ages 55 end younger 


Premium Payment Mode O Annual (1 .0) O Semi-annual (51) 

O Quarterly (.26) O Monthly* (.09) 

* Automatic draft of checking account required. Must complete EFT form. 


| Replacement Is this to replace an existing policy with us? O Yes O No 



j For Internal Use Cell Code 87268 


42434NY 03/28/08 


Classic Select -individual 
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COVERAGE SELECTION 


Complete and submit only one Coverage Selection page. 


CLASSIC SELECT COVERAGE - SHARED (use reverse for individual COVERAGE.) 

APPLICANT A ~ APPLICANT B ~ ~~ 


Print Name 


Print Name 


BASIC BENEFIT SELECTIONS 

Daily Maximum $ 

Benefit Multiplier O73Q0 05840 O4380 03650 02920 02190 01460 

Elimination Period 030 days Q 90 days 0 180 days 

Inflation Protectjon/Benefrt Increases O 5% Compound increases 05% Equal Increases O 3% Compound Increases O No Increases 

QPT10NS/RIDERS 

Monthly Maximum OYes ONo 

Waiver of Home Care Elimination Period O Yes O No 


Survivorship Benefit 7-year aid 10-Year options are only available if a Shared Coverage policy is issued Check only one box. 

O 7-Year (optional) 0 1 Q-Year (optional) O None ______ 

Restoration of Benefits O Yes O No 
Nonforfeiture Benefit OYes ONo 

CONTINGENT SELECTIONS : 

if one applicant for this Shared Coverage is found uninsurable by the Underwriting Department, the insurable person will receive an Individual pian 
with the selections above (except that only 50% of the Benefit Multiplier will be used, but not less than 730, unless Contingent Selections are chosen. 

Complete these Contingent Selections ONLY if the selections above are nol desired. • ... 

Daily Maximum $ .... ’ ' ~ ' ' ' 

Benefit Multiplier OUniimited O36S0 02920 .O' 2190 01825 01460 01095 0730 

Eli mination Period 030 days 090 days 0180 days 

Inflation Protection/Ben efit Increas es O 5% Compound Increases O 5% Equal Increases O 3% Compound Increases ONo increases 
Waiver of Home Cara Elimination Period** OYes ONo "Not available with 50% Home Care Benefits option. 

Monthly Maximum** OYes ONo " Not available with 50% Home Care Benefits option. 

Homs Care Benefits Of00% 050% ■ ■ • ' 

Restoration of Benefits O Yes 1 O No 'Not available with Unlimited Benefit Multiplier. 

Nonforfeiture Benefit OYes ONo 

Return of Premium Benefit 0 10-Year O Deceasing after age 65 ONo Decreasing Return of Premium after age 65 only available up to age 64. 

Beneficiary Designation for Return of Premium Benefit is Your estate unless otherwise designated and submitted on a separate form. •. 

DISCOUNTS 

Eligible for Preferred Health Discount OYes* ONo { Eligible for Preferred Health Discount O Yes* ONo 

“Must accurately answer No to alt parts of questions 1-7. If medical history is found inconsistent with your answers premium will be adjusted accordingly. 
PREMIUM INFORMATION 

Submitted Full Modal Premium $ 


Premium Payment Mode O Annual (1 .0) O S8mi-annuai (.51} O Quarterly (26) O Monthly 1 {.09) 

‘Automatic draft of checking account required Must complete EFT form. 

Replacement Is this to replace an existing policy with us? O Yes O Ntf [Replacement Is this to replace an existing policy with us? O Yes Q No 


naaiaanm 


Agent Name 

Agent Producer Code 

II ! 1 1! ! II 1 ! 

State in which 
application 
is signed 

[for Intomai Use Cell Code 67269 


42434NY 03/28/08 


A-cs 


Classic Select -Shared 
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Genworth Life Insurance Company of New York 

Administrative Office: 31 00 Albert Lankford Drive, Lynchburg, VA 24501 



\ APPLICATION 

For Insurance 


A. INSURABILITY PROFILE | 


1 Are you covered by Medicaid (not the same as Medicare)? 


ZA.Do you use a Walker, Wheelchair or Quad Cane; Hospital Bed; Oxygen, Respirator or Kidney Dialysis; or need 
assistance or supervision by another person in performing any of die following; Moving in/out of bed or chair. 
Bathing, Dressing. Eating. Toileting, Bowel/Bladder control, or Walking? 

B. Have you been advised to: receive home care, use an adult day care facility, enter a nursing home, enter an assisted 

care facility, or enter any other long term care facility? 

3 . Have you had, do you currently have, or have you ever been medically diagnosed as having any of the following: 


• AIS (Lou Gehrig's disease) • Diabetes under treatment with • Muscular Dystrophy 

• Alzheimer's Disease insulin or with a history of TIA, * Organic Brain Syndrome 

•Congestive Heart Failure (CHF) in Heart Disease, or Circulatory/ • Parkinson's Disease 

combination with any of the following: Vascular Disease • Senility 

Heart Attack or Angi na; Emphysema/ • Frequent or persistent • Stroke 

Chronic Obstructive Pulmonary Disease forgetfulness or memory loss • Transient Ischemic Attack |TIA) 

(COPD); Angioplasty or Heart Surgery; • Huntington's Chorea within the past 5 years 

Asthma or Chronic Bronchitis • Metastatic Cancer • TIA in combination with Diabetes 

• Cirrhosis of the Liver (spread from original site/location) or Heart Surgery 

• Cystic Fibrosis • Multiple Sclerosis (MS) • TIA two or more times 

•Dementia 


4 . In the past 4 years have you had Cancer of the: Bone, Brain, Esophagus, Liver, Lung, Ovary. Pancreas, or Stomach? 


5 . Have you ever been diagnosed by a member of the medical profession as having Acquired Immune Deficiency 
Syndrome (AIDS). AIDS Related Complex (ARC) caused by the Human Immunodeficiency Virus (HIV) infection or 
other sickness or condition derived from such infection or tested positive for HIV or exposure to the HIV infection? 


PIJASE NOTE BEFORE YOU CONTINUE WITH THIS APPLICATION : If you answered YES to any of the questions 
in Part A, we suggest that you do not submit this application. If you answered NO to every question, please continue. 


• Muscular Dystrophy 

• Organic Brain Syndrome 

• Parkinson's Disease 
•Senility 

•Stroke 

•Transient Ischemic Attack (TIA) 
within the past 5 years 
•TIA in combinationmxh Diabetes 
or Heart Surgery 
•TIA two or more times 


B. PERSONAL PROFILE 


APPLICANT A 

□Mr. DMrs. OMiss DMs. □ Other Titte: _ 

(As it should appear on your policy) 

□ Married □ Single □ Widowed 


Social Security Numbsr_ 


APPLICANT B 

□Mr. DMrs. OMiss DMs. □ Other Title: _ 

Name 

(As it should appear on vow policy) 

□ Married DSingle □ Widowed 

Social Security Number 


. Age Birthplace (state) 


i □ Female Height: ft. in. _ 


□ Male □ Female Height: ft. in._ 


□a m. np.m. I Best time to call __ 


>Ueat Address Only, No P.O. Boxes - Your policy will be issued based on this address.) 


3 Address (if different) 


City 

36IS6NY 


Zip. 
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If you need more space to answer the following questions, please use the DETAILS section. 
7. Within the past 5 years, hav 8 you: 
ftp! A. Smoked or used other tobacco products? 


B. Required assistance with managing medications, shopping, using transportation, or housekeeping/cooking? 
If YES to any, please explain. 

Applicant Type of assistance Reason 


□ □ 


C. Received home health care; used an adult day care facility; been confined to a nursing home, assisted care 
facility, or other long term care facility? If YES to any, please explain. 

Applicant g at8 Reason 

A B 

□ □ 

□ □ 


D. Been medically advised to have surgery which has not been performed? 
If YES, please explain {including dates of scheduled surgeries). 

Applicant 0 a t e Surgery Type Reason 


Sly! E- Received Social Security Disability Insurance benefits? 


pQRfll ^ Ta * (en any prescription medications for High Blood Pressure and/or any form of Arthritis? 
HSpp If YES, list each medication and why it’s needed. 

S a W X Medication Why needed? 



■ □ □ 
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r tint Na me o f Applicant A Print Name of Applicants.. 

8. Within the past 2 years, have you: 

^'dvypi A. Received Disability Income. Worker's Compensation, or any state disability benefit? 


IT 8. Had another Long Term Care insurance application denied by us or any other company? If YES, by what company? 
Applicant A Applicants 

Company: Company 


'vSvr 9 Within the past 3 years have you: 

A. Taken any prescription medications (not previously listed in this application!? 
y If YES, list each medication and why it's needed. 


Applicant Medication 

; A B 


Why needed? 


□ □ 


'□,* B. Been medically advised to enter or been confined to a hospital or other health care facility? 



15 Applicant n ate 

A 

B 

!□ 

□ 

|| a 

□ 


□ 




Who is your primary care physician with most of your medical records? 
i Applicant A Applicant 


i:< A 

B 

'□ 

□ 


□ 

£$□ 

□ 


□ 


B. Within the past 3 years have you consulted with or been treated by a licensed health care provider, 
other than your primary care doctor for any reason excluding eye doctors, podiatrists, and dentists? 
If YES, please complete the following. 

Physician's Name City, State Specialty Reasons Consuited/Treated 


I6158NY 
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Print Name of Applicant A _ 


Print Name of Applicant 8 _ 


E. FAMILY HISTORY PROFILE 


I 


fSCM M A. is your mother living? 


Applicant Bk'a 


)P|| B, What is your mother's current age, or her age at death? 

C. Did/Does your mother have any of the’ following illnesses? 





Diabetes 

Coronary Artery Disease or any other form of Vascular Disease 
Alzheimer’s or any other form of Dementia 


. - - ?§ -i - 

p s : 


12A. Is your father living? 




tp 


B. What is your father's current age, or his age at death? 


C. Did/Does your father have any of the following illnesses? 

* Diabetes 


o n n . 


taiTi .f'p/" 


■ Coronary Artery Disease or any other form of Vascular Disease 
1 Alzheimer’s or any other form of Dementia 


pfjgfJS 


F. CLIENT PROFILE 


/^icant 


i13A. Do you work 20 or more hours a week outside your home? If YES, list occupation. 
‘ car ‘ 


Applicant A 
Occupation: _ 


Applicant B 
Occupation: _ 




B Do you perform vol unteer work? If YES. list type of work and list hours worked per week. 
Applicant A Applicant B 

__hr$/week Type of work: 


''jHpll 


iii * 1 

_hrs/week 


C Do you have any hobbies, interests, or participate in any outside activities on a regular basis? If YES. please describe. 
Applicant A Applicant B 


Applicant A 
Activities: _ 


Applicant B 
Activities: _ 


1 14. Do you drive an automobile? If YES, 

Applicant A 

Mi ieage: 


m 


Applicant B 
Mileage: 


i. Do you live in some form of a residential retirement community? 
gray If YES, list the specific services that are received (e.g., housekeeping, laundry, meals): 
Applicant A Applicant B 

; gg|§§ Services: Services: 


361SSNY 
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Print Name of Applicant A _ 


Print Name of Applicant B_ 


G. OTHER COVERAGE AND REPLACEMENT 


|u|16A. Do you have any accident and sickness, long Term Care. Nursing Home only. Home Care only or Nursing Home and 
|f§» Home Care insurance policy or certificate (including health care service contract, health maintenance organization 
HI contract or life insurance with long Term Care coverage) in force or applied for? 

Hi If YES, provide DETAILS below. 

Applicant A Applicant 8 

ft! Company: Company: 


long Term Care? DNo DYes Daily Benefit: $ 


long Term Care? DNo Dtes Daily Benefit $ 


101 B. if you have long Term Care insurance coverage with us, please list policy/certificate numbers): 

j||jp Applicant A Applicant B 

|§f§ Policy/certificate number(s): Policy/certificate numbers}: 


OTpl C. Did you have another long Term Care, Nursing Home, or Home Health Care insurance policy/certificate in force 
jaBBSi during the last 12 months? 
llpllpl If YES, with which company? 

Applicant A Applicants 

i#il Company. ; Company: 


If that insurance lapsed, when did it lapse? 
Applicant A 

Lapse Date: 


Applicant B 
lapse Date: _ 


iopgi D. Do you intend to replace any of your Long Term Care, Nursing Home only, Home Care only, Nursing Home and 
fgjgil Home Care, medical, or health insurance coverage with this policy? 
fHN If YES, name company being replaced: 

Applicant A Applicant B 

Company: Company. ' 


Agent If YES, be sure to fill out the Replacement Notice, leave one copy with applicant: send one copy with application. 


H. PROTECTION AGAINST UNINTENTIONAL LAPSE 


One of the boxes must he checked. 

I understand that 1 have the right to designate at least one person other than myself to receive notice of lapse or termination of this long-term care 
insurance policy for nonpayment of premium. I understand that notice will not be given until 30 days after a premium is due and unpaid. 


Applicant B (Complete whenever there is a second applicant) 


Applicant A (Use for Individual and Shared Applications) 

□ Same as applicant A. 

□ I elect NOT to designate any person to receive such notice. □ i elect NOT to designate any person to receive such notice. 

□ i designate the following person to receive notice prior to cancellation □ I designate the following person to receive notice prior to cancellation 

of my policy for nonpayment of premium: of my policy for nonpayment of premium: 

If selecting this option, we recommend designating someone other then a spouse or agent 


oMr. oMrs. oMisi OMs. oOlher Title: 

□Me oMre. oMiss 0M1 oOthertilte: 





City 






i 



361 KNY 
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Print Name ofApplicait A Print Name of Applicant B . 


I. DECLARATIONS 


agent is authorized to: change, waive, or alter the terms and conditions of this application; accept risks; pass upon insurability; make or 
...odify contracts; or waive any of the Company's rights or requirements. 


REJECTION OF 5% COMPOUND INFLATION PROTECTION: 


Check box only if yon have selected a benefit increase option other than 5% Compound. 


Applicant A 

□ ! have reviewed the outline of coverage {or disclosure form) and the 
graphs that compare the benefits and premiums of this policy with 
and without inflation protection. Specifically, I have reviewed plans 
with and without inflation protection, and I reject inflation protection 
of at least 5% Compound. 


Applicant B 

□ ! have reviewed the outline of coverage (or disclosure form) and the 
graphs that compare the benefits and premiums of this policy with 
and without inflation protection. Specifically, I have reviewed plans 
with and without inflation protection, and I reject inflation protection 
of at least 5% Compound. 


AUTHORIZATION: 1 authorize Genworth Life Insurance Company of New York, its insurance support organizations {such as EMS1), affiliates, 
and any reinsurers, to obtain information as to the diagnosis, treatment or prognosis of my physical and mental condition, other coverage and any 
other information needed to evaluate my application for insurance. Upon presentation of this authorization, or copy of it, they may request 
preparation and procurement of such information or records thereof from any physician, health professional, hospital, clinic, Veterans 
Administration or other medical or medically related facility, care provider or evaluator, insurance company, consumer reporting agency or insurance 
support organization or other person or organization which has such information. The Company and its reinsurers may also obtain such information 
from the Medical Information Bureau. This authorization includes information about drugs, alcoholism, and mental illness. I understand and agree 
that the Company or its representatives may conduct a phone or in-person interview as part of the underwriting process. 1 agree that this 
authorization will be valid for 24 months from the date signed, and know that t or my authorized representative may have a photocopy of it. 


RECEIPT: I have received and read the Privacy Notice. When I applied for insurance under this policy to be issued by Genworth Life Insurance 
Company of New York, I also received the Outline of Coverage (called Disclosure Form in some states) and ths applicable Shopper's or Buyer's 
Guide. 

F RAUD NOTICE: Any person who knowingly and with intent to defraud any insurance company or other person files an application or 
tement of claim containing any materially false information or conceals for the purpose of misleading, information concerning any fact 
material thereto, commits a fraudulent insurance act, which is a crime, and shall be subject to a civil penalty not to exceed five thousand 
dollars and the stated value of the claim for each violation. 

AGREEMENT: I agree that 

1 ) the answers contained herein are full, complete and true to the best of my knowledge and belief; and 

2) this application will be part of the insurance policy for which I am applying; and 

3) if I qualify, and an Initial Premium is paid, the policy will take affect on the date I sign the application, or on a date set by the Company if I 
request a later policy effective date. 

REOUEST FOR A LATER POLICY EFFECTIVE DATE: 

Check box only to request your policy become effective at a date later than the data you sign this application. 


INDIVIDUAL PLANS: 

□* Applicant A □* Applicant B 

SHARED PLANS: 



'* By checking this box I acknowledge that, if my application is approved, the effective date of my coverage will be a later date to be set by the 
Company. I understand that the Company will consider any changes to my health after the Date of this Application in their underwriting 
decision, and that the Initial Premium will begin as of the Effective Date set by the Company. 

CAUTION: If your answers on this application are incorrect or untrue, Genworth Life Insurance Company of New York may have 
the rightto deny benefits or rescind your insurance, subject to the Time Limit on Certain Defenses provision in the Policy. 


Agent Certification: I have reviewed the current accident and health insurance of tire applicant and find that the indicated replacement, or 
the additional coverage of the type and amount applied for, is appropriate for the applicant’s needs. 


X 

X 

x ... 

Signature of licensed and Appointed 

nature of Applicant A 

Signature of Applicant 8 




bate Signed “ Uate Signed 
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Print Naina of Applicant A Print Name of Applicant 8 . 


J. AGENT INFORMATION 


Name of Licensed and Appointed Agent (Please print) Street Address 


Producer Code # or Soc. Sec. #/Tax 10 E-mail Address 

City, State, Zip 


X 

{ } 

1 ) 

Signatured Soliciting Agent 

Phone No. 

Fax No. 


Name of Licensed and Appointed Brokerage General Agency (if applicable! Producer Code # of Brokerage General Agency 

If more than one agent worked on this sale, please provide the following: 


Name of Licensed and Appointed Agent Percentage Name of Licensed and Appointed Agent Percentage 


Producer Code # or Soc. Sec. #/7ax 10 E-mail Address Producer Code # or Soc. Sec. #/Tax 10 E-mail Address 


ItWilnmjjKliIdKjliljH ft ensure against delays in processing please provide complete details. 

;,A 

1. Did you personally interview the applicant face to face and witness his or her signature? If NO, give details. 

Applicant A: Aoolirant B: 

jt®§ 

- ■ -■ — — - - - 

|UllCf 3 2. Did you observe any physical or mental impairments with walking or talking, or arty form of tremor? If YES, please explain. 

St4®l 

>1 :ii* 





llll§lif§ 3- List other health insurance policies sold by you to the applicant. 

~ 

111! 


i f 
s ms* 

List health insurance policies sold by you to the applicant in the last five years that are no longer in force. jl| ||||| 

-pp§i§t|ll Applicant A: Applicant B: . - 
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L. PREMIUM RECEIPT 




Genworth Lit Insurance Company of New York (Herein called 'We; "Us,' and "Our'l oerntpeyeasli or learn the payee blank. 
Artmmstratm Office: 3100 Albert Lankford Or., Lynchburo, VA 24501 make check payable for Oenworth Life cfNew Yerk. 

RECEIPT FOR INITIAL PREMIUM: This acknowledges receipt of the Initial Premium to be applied in connection with your application to Us for long term 
care insurance. We will return your premium payment if we do not approve your application. This receipt will be void and of no effect if your check is not 
payable to Genworth life of New York or is not paid upon presentation. 


Print Name of Applicant A 

S 

Application Date 

Print Name of AppticantB 

$ 

Application Oate 

Initial Premium (minimum 3 months premium) 


initial Premium (minimum 3 months premium) 



Printed Name of Agent 


Agent's Business Address (pleass print) 

X 



Signature of Agent 

Date Signed 

Phene Number 


M. CONDITIONAL INSURANCE AGREEMENT 


If you requested an Effective Date that is later than your Application Date, the following Agreement will not apply and Our underwriting will 
consider any changes in your health status which occur after the Application Date. 


AGREEMENT: This Agreement applies only if all of the following 

requirements have been satisfied: 

1 . You submit your check payable to Genworth Life of New York for the 
Initial Premium set forth above; and 

2. You did not request in writing, an Effective Oate that is later than your 
Application Date; and 

3. You truthfully answered NO to all parts of questions #1 through #5 in 
the application; and 

4. The answers in the application truthfully indicate that within the past 
5 years you HAVE NOT: received medical advice or treatment, been 
medically diagnosed, or consulted with a health professional tor any of 
the following; Brain Disorders, Epilepsy, Convulsions, Seizures, Fainting 
Spells, Black Outs, Mental Illness, or Paralysis; or been medically advised 
to have surgery that has not been performed; or received home health 
care; used an adult day care facility; been confined to a nursing home, 
assisted care facility, or other long term care facility. 

5. Subject to the Time Limit on Certain Defenses NO material 
misrepresentation or misstatement was made in the application. 


When all of these requirements are satisfied, you and We agree that 

1. In underwriting your application We may conduct a telephone or personal 
interview to confirm your health status as of the Application Date. We will not 
disapprove your application based on any change in your health status that 
occurs after the Application Date. 

2. If We approve your application. We will provide insurance under the policy 
for which application was made, and the Policy will be Effective as of the 
Application Date. 

3. If We disapprove your application, We will provide temporary insurance for 
loss which begins between the Application Date and the date your application 
is disapproved. Your application shall be deemed disapproved if We do not 
approve it within 120 days of the Application Date. The temporary insurance 
will provide the same benefits and be subject to the same provisions, 
conditions, limitations and exclusions as found in the policy for which 
application is being made; except that it will only pay benefits for expenses 
that are incurred within 180 days following the Application Date. In no event 
will the total of the benefits payable by Us under the temporary insurance 
exceed the lesser of: |a) $10,000; and (b) the actual expenses incurred. 


No applicant, agent, producer or representative has any power or authority to change any of the provisions of this Agreement. 


6IZ3ZG 

01/24/06 


N. PRIVACY NOTICE 


Allhough your application is our initial source of information, we also 
collect information pertaining to your health history through copies of your 
medical records and may conduct telephone or in-person interviews. 
Information regarding your insurability will be treated as confidential. 
Genworth Life Insurance Company of New York, its affiliates or its 
reinsureds) may collect information from the Medical Information Bureau, 
a non-profit organization of life insurance companies, which provides an 
information exchange for its members. If you apply for coverage or file a 
claim with another Bureau member company, the Bureau, upon request, 
will supply the company with information in its file. At your request, 
the Bureau will arrange disclosure to you of the information in your file. 
(Medical information will be disclosed only to your attending physician.) If 
you question the accuracy of the information, you may seek a correction in 
accordance with the Federal Fair Credit Reporting Act, and by contacting 

61241 NY IMS 


the Bureau at: RO.Box 105, Essex Station, Boston, MA 02112, 1-866-692-6901. 
The Company, its affiliates, or its reinsurer(s) may also release information in 
its file to other insurance companies to whom you submit a claim, provided yoi 
have authorized them to obtain such information. Upon written request we wii 
provide directly to you with all information in your file with the exception o’ 
Medical Information of a sensitive nature. Medical Information of a sensitive 
nature will be provided to you through a physician of your choice. Should yoi 
wish to request correction, amendment or deletion of any information in our file 
which you believe is inaccurate, please contact us and we will advise you of th< 
necessary procedures. 

For more information about any of the above, please write to: 

Genworth Life Insurance Company of New York 

Administrative Office: 3100 Albert Lankford Dr., Lynchburg, VA 24501 

A-9 
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Genworth Life Insurance Company of New York Complete and retain for your records. 

Administrative Office Address: 3100 Albert Lankford Drive, Lynchburg, Virginia 24501-4848 
Phone: 1 800458.7768 


LONG-TERM CARE INSURANCE FOR TAX QUALIFICATION PURPOSES 

NURSING HOME AND HOME CARE INSURANCE - REQUIRED DISCLOSURE STATEMENT 


Policy Forms 51012 Rev, 51012F Rev 

Coverage Selection 

APPLICANT A 


APPLICANT B 


Shared Coverage 

...OYes ONo 


OYes ONo 



For Shared Coverage the same choices must be made by both Applicants 




S _ ... 


Benefit Multiplier 



i With Stared Coverage there is One Limit for both Applicants) 


Home Care Maximum as % of Daily Maximum . . . 

060% 


0100% 050% 






Days 

Benefit Increases 

...05% Compound 

05% Equal 

05% Compound 

05% Equal 


03% Compound 

ONone 

03% Compound 

ONone 

Nonforfeiture Benefit 

... OYes ONo 


OYes ONo 


Restoration of Benefits 

...OYes ONo 


OYes ONo 


Survivorship 

...OYes ONo 


OYes ONo 


Enhanced Survivorship 

...OYes ONo 


OYes O No 


Monthly Benefits 

...OYes ONo 


OYes O No 


Waiver of Home Care Elimination Period 

...OYes ONo 


OYes ONo 


Relurn of Premium Upon Death 

... O After 10 Years 

O Graded ONone 

O After 10 Years 

O Grated ONone 

Premium Data 

APPLICANT A 


APPLICANT B 


Annual Premium 








s 


Optional Riders 








s 





$ 





s 





$ 





% 



..S 


% 





$ 



..$ 


$ 





$ 



..$ 


s 


Annual Total of Modal Premiums 








$ 


How Long Premium Will Be Payable 

.... OLifetime OlOYear OToAge65 

O Lifetime OlOYear OToAge65 


Premium Payment Mode Factors: Annual: 1 .0; Semi-annual: .51; Quarterly: .26: Monthly: .09 - requires Electronic funds Transfer 


FEDERAL TAX CONSEQUENCES. This Policy is intended to be a federally 
tax-qualified long term care insurance contract under Section 7702B (b) of the 
Internal Revenue Code of 1986, as amended. 

CAUTION. The issuance of this nursing home and home care insurance 
Policy is based upon Your responses to the questions on Your application. 

A copy of Your application will be attached to Your issued Policy. If Your 
answers fail to include all material medical information requested, the 
company has the right to deny benefits or rescind Your Policy. The best time 
to clear up any questions is now, before a claim arises! If, for any reason, 
any of Your answers are incorrect, contact the company at die Administrative 
Office Address shown above. 

NOTICE TO BUYER. The Policy may not cover all costs associated with long 
term care incurred by the buyer during the period of coverage. The buyer is 
62370NY 05/28/07 


advised to review carefully all Policy limitations. 

1. POLICY DESIGNATION. This is an individual Policy of insurance to be 
issued in die State of New York. 

2. PURPOSE OF OUTLINE OF COVERAGE. This disclosure statement 
provides a very brief description of the important features of the Policy. You 
should compare this disclosure statements to disclosure statements for other 
policies available to You. This is not an insurance contract, but only a summary 
of coveraga Only the individual or group Policy contains governing contractual 
provisions. This means that the Policy or group Policy sets forth in detail the 
rights and obligations of both You and the insurance company. Therefore, if 
You purchase this coverage, or any other coverage, it is important that You 
READ YOUR POLICY (OR CERTIFICATE) CAREFULLY. 


Classic Select 
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3, TERMS UNDER WHICH THE POLICY OR CERTIFICATE MAY BE 
RETURNED AND PREMIUM REFUNDED. 

UncomTrtional X) Day Free Look You have 30 days to return the policy 
to the company if You are not satisfied with it for any reasoa All premiums 
paid will be returned within 30 days after return of the Policy or teal of the 
application. 

4. THIS IS NOT MEDICARE SUPPLEMENT COVERAGE. If You are eligible 
for Medicare, review the Guide to Health Insurance for People with Medicare 
available from the insurance company. Neither Genworth life Insurance 
Company of New York nor its agents represent Medicare, the federal 
government or any state government 

5, NURSING HOME AND HOME CARE INSURANCE. Policies of this 
category are designed to provide coverage for one or more necessary or 
medically necessary diagnostic, preventative, therapeutic, rehabilitative, 
maintenance, or personal care services, provided in a setting other than an 
acute care unit of a hospital, such as in a Nursing Home, in tits community, or 
in the Home. 

This Policy provides coverage to the form of reimbursement for covered long 
term care expenses. It is subject to Policy limitations, elimination periods, 
and other requirements. THIS POLICY DOES NOT PROVIDE LONG TERM 
CARE INSURANCE AS THAT TERM IS DEFINED BY THE NEW YORK STATE 
INSURANCE DEPARTMENT 

The New York State Department of Insurance has established different titles 
for this type of coverage based on the scope of benefits being provided. Those 
titles are: Nursing Home Insurance Only, Home Care Insurance Only, Nursing 
Home and Home Care insurance; and Long Term Care Insurance (which has 
Nursing Home and Home Care coverage, a policy Daily Maximum of at least 
$100 ($70 outside toe metropolitan area}, covers home care for at least 50% 
of that amount, and has an optional Nonforfeiture Benefit). 

6. BENEFITS PROVIDED BY THIS POLICY. 

Shared Coverage Provisions: The following apply when a couple are 
insured under toe same Policy. 

* Separate and equal coverage: The Elimination Period and all other 
maximums and limits for each Benefit will apply separately to each Insured. 

* Sharing the lifetime Maximum: The Lifetime Maximum will be shared and 
will be exhausted by toe combined benefit payments made on behalf of 
both Insureds. 

* Dual Waiver of Premium: The Waiver of Premium Benefit will apply to all 
premiums, not just the premium attributed to the Insured who is receiving 
benefits. 

* Per person Lifetime Maximum: When this Policy covers a couple We are 
required by law to ensure that it provides each person with coverage fa at 
least 12 months. This means that white each person's benefits may draw 
upon the lifetime Maximum, no one Insured may receive more than the 
amount equal to the Lifetime Maximum reduced by toe equivalent of one 
year's benefits (365 times the Daily Maximum). Whenever benefits equal to 
this per person maximum become payable for either Insured: 

- that Insured shall cease to be eligible for further benefits under this 
Policy; but 

• this Policy may remain in force for the other Insured until the Lifetime 
Maximum has been exhausted. 

If one Insured dies toe surviving Insured may continue this Policy. Upon receipt 
of due proof of death, future premiums for this Policy will be reduced to 125% 
of the premium applicable to the survivor’s portion of the Policy premium. The 
Lifetime Maximum will not be affected. 

There is a limited Conversion Option available if Your relationship terminates 


due to divorce, annulment, or final separation and Shared Coverage is no 
longer desired. 

BENEFIT ELIGIBILITY: For You to be eligible for the Benefits provided by this 
Policy We must have both: 

• A Current Eligibility Certification; and 

• Ongoing proof which demonstrates that toe Covered Care You receive is 
needed (tee to Your continually being a Chronically II! Individual. 

The proof can be basal on information from care providers, personal 
physicians and other Licensed Health Care Practitioners. 

An "Activity of Daily Umgls one of toe following: bathing (washing oneself); 
dressing (putting on and taking off clothes and assistive devices); eating 
(taking nourishment); continence (control of bowel and bladder functions); 
toileting (including performing associated personal hygiene tasks); and 
transferring (moving to and out of a bed, chair or wheelchair). 

A "Chronically III IndMduans a parson who has been certified by a Licensed 
Health Care Practitioner as: 

• Being unable to perform, without Substantial Assistance (either Standby 
Assistance or Hands-on Assistance) from another individual, at least two (2) 
Activities of Daily Living due to a loss of functional capacity. In addition, this 
loss of functional capacity must, at first, be expected to exist for a period of 
at least 90 days: or 

• Requiring Substantial Supervision to protect the person from threats to 
health and safety due to Severe Cognitive Impairment 

A ‘Current Eligibility Certification"'® a Licensed Health Care Practitioner's 
written certification, made within the preceding 1 2-monto period, that You 
meet the above requirements for being a Chronically Hi Individual. 

"Substantial Assistance" is either: 

• "Hands-on Assistance, " which is the physical assistance (minimal, 
moderate or maximal) of another person without which You would be 
unable to perform the Activity of Daily Living; or 

• "Standby Assistance." vM ich is toe presence of another person within arm's 
reach of You that is necessaiy to prevent, by physical intervention, injury to 
Yourself while You are performing the Activity of Daily Living. 

"Severe Cognitive Impairment"® a loss or deterioration in intellectual 
capacity that 

• k comparable to (and includes) Alzheimer’s disease and similar forms of 
irreversible dementia; and 

• is measured by clinical evidence and standardized tests that reliably 
measure impairment to the person's: (a) short-term or long-term memory; (b) 
orientation as to people, places, or time; (c) deductive or abstract reasoning; 
(d) judgment as it relates to safety awareness. 

"Substantial Supervision 'is continual supervision (which may include cueing 
by verbal prompting, gestures, or other demonstrations) by another person that 
is necessary to protect the severely cognitively impaired person from threats 
to his or her health or safety (such as may result from wandering! 

A "Plan of Care’ is a written, individualized plan for care and support services 
for You that 

• Has been developed as a result of an assessment and incorporates any 
information provided by Your personal physician; and 

• Has been prescribed by a licensed Health Care Practitioner; are! 

• Fairly, accurately and appropriately addresses Your long tom care and 
support service needs; and 

• Specifies: (1 ) toe type, frequency and duration of ail services required to 
meet those needs; (2) toe providers appropriate to furnish those services; 
and (3) an estimate of the appropriate cost of such services. 
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CONDITIONS: Benefits will be paid only as reimbursement for expenses 
incurred for care and services drat 

* Are Qualified long Term Care Services; and 

* Are consistent with, and received pursuant to. Your Plan of Care as 
prescribed by a Licensed Health Care Practitioner; and 

* Meet the requirements for payment in accordance with the Benefits, 
services, and ali other provisions of this Policy; and 

* Except as stated in die Policy's Extension of Benefits provision, are received 
while Your insurance under this Policy is in force. An expense, fee or charge 
is considered to be incurred on the day on which the care, service or other 
item forming the basis for it is received. 

Benefit payments cease when the Lifetime Maximum is exhausted and are 
subject to; the Elimination Period requirements; and ail other limits determined 
from the specific Benefits and other provisions of this Policy. 

1 Covered Care’l s only those Qualified Long Term Care Seivices for which this 
Policy jays benefits or would pay benefits in the absence of an Elimination 
Period. 

The “Daily Maximum'"® die combined total amount We will pay for all 
expenses which are incurred on a calendar day and are covered by; the 
Nursing Home Benefit; and the Assisted Care Facility Benefit. It is also used 
to determine limits for other Benefrts. This amount will increase over time in 
accordance with any Benefit Increases that apply. 

The "Elimination Period’ is the number of days that You must receive Covered 
Care before benefits are payable under, the Nursing Home Benefit; the 
Assisted Care Facility Benefit, and the Home Cars Benefit. It can be satisfied 
by days for which payment would otherwise be made wider those Benefits. 
Days used to satisfy the Elimination Period do not need to be consecutive; and 
can be accumulated over time. Once satisfied. You will never have to satisfy a 
new Elimination Period for this Policy. 

A 1 licensed Health Care Practitioner ' is any of die following who is not a 
family member: a physician, as defined in section 1861{rX1)of the Social 
Security Act; a registered professional nurse; a licensed social worker; or any 
other individual who meets such requirements as may be prescribed by the 
Secretary of the Treasury, has any appropriate State license, and is acting 
within the scope of that license. 

The "Lifetime Maximum 'is the maximum amount of benefits the Policy 
will pay. Except when Compound Increases apply, the Lifetime Maximum is 
exhausted when the total of all benefits paid equals the applicable lifetime 
Maximum including any Benefit Increases. When Compound Increases apply, 
the lifetime Maximum available reduces as benefits are paid; increases when 
a Benefit Increase applies; and is exhausted when there is no remaining 
amount available. 

A "Nurse’ \s a licensed Registered Graduate Nurse (RN), licensed Practical 
Nurse iLPN), or licensed Vocational Nurse (LVN). 

" Qualified Long Term Care Services’ are necessary diagnostic, preventative, 
therapeutic, curative, treatment, mitigation, and rehabilitative sendees, and 
Maintenance or Personal Care Seivices which: are required by a Chronically 
II! Individual; and are provided pursuant to a Plan of Care prescribed by a 
Licensed Health Care Practitioner. 'Maintenance or Personal Care Services' 
as used in this definition means any care the primary purpose of which is the 
provision of needed assistance with any of the disabilities as a result of which 
the person is a Chronically III Individual, including protection from threats to 
health and safety due to Severe Cognitive Impairment 

PRIVILEGED CARE® COORDINATION SERVICES: This is an option You 
may choose to use when You become a Chronically III Individual. These 
services are intended to help identify care needs and community resources 


available to deliver care when You are a Chronically III Individual We will pay 
for the seivices described below when You receive diem while Your insurance 
is in force wider this Policy. These services are furnished by a Privileged Care 
Coordination team provided by Us at Our expense; and will NOT count against 
any payment maximum. 

Privileged Care Coordination Services will provide You with access to a team 
of qualified individuals which includes a Privileged fere Coordinator. The team 
wiil review Your specific situation and provide die following seivices: 

• Conduct assessments of Your functional and cognitive capabilities aid 
personal need fa care and services. 

• Work with You to identify specific services and care providers You require. 

• Oeveiop and surest initial and subsequent Plans of fere to assist You in 
meeting Your needs. 

• Provide the initial and ongoing Current Eligibility Certifications. 

• Assist You in completion of initial claims farms. 

• Monitor Your care needs on an ongoing basis. 

We should be contacted immediately when Privileged fere Coordination 
Services are desired. We will then mate arrangements for You to begin to 
receive these seivices. 

Privileged Care Coordination Services Are Voluntary: You are not 

required to use Privileged Care Coordination Sen/ices. However, when You 
do not use these Privileged fere Coordination Services We will not cover die 
expense for.the seivices described abovs, including: 

• creating a Ran of Care; 

• providing a Current Eligibility Certification; and 

• assistance in coordinating care. 

A Privileged Care Coordinator is a licensed Health Care Practitioner, such as a 
Nurse, who: 

• is qualified by training and experience to assess and identify the long term 
care and support service needs of a Chronically 111 Individuai 

• develops Plans of Care; 

• provides Current Eligibility Certifications; and 

• meets standards satisfactory to the Company that pertain to quality 
assurance, reporting and record maintenance requirements. 

Payment for these Privileged Care Coordination Services is not subject to, and 
cannot be used to satisfy, the Elimination Period. 

HOME CARE BENEFIT: We will pay for expenses You incur for care and 
support seivices defined below that, other than Hospice fere, are received 
while You are living at Home and are provided by someone who normally does 
not reside in Your Home. 

• Nurse and Therapist Services: These are health care services provided 
in Your Home by a Nose, or a licensed physical, occupational, respiratory or 
speech therapist. 

• Services from Other Caro Providers: These are Home Health Aide 
and Personal Care Attendant Services, Homemaker Services, and Chore 
Seivices {as defined below) that 

• A person provides in Your Hom8 because they are necessary to enable 
You to continue to stay independent and safe at Home; and 

- Are necessary because You alone are not able to perform them dire to 
Your being a Chronically 111 Individual; and 

- Are consistent with the needs addressed in Your Plan of Care. 

Providers of these services do not need to be affiliated with a home health 
care agency. 

- Home Health Aide and Personal Caro Attendant Services: This is 
assistance with: simple health care taste; personal hygiene; managing 
medications; and help in performing Activities of Daffy living. 
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- Homemaker Services: This is assistance with one Of more of the 
following tasks: meat planning and preparation; doing tardy; and light 
house cleaning (such as: vacuuming, dry mopping, dishwashing, cleaning 
the kitchen or bath, and changing soiled bedding}. 

■ Chore Services: This Is assistance with the following light work 
activities: minor household repairs related to Your safety at Home {such as 
to handrails and safety tails, stairs, or floors); taking out the garbage; and 
simple cleaning tasks to remove unsafe debris or dkt in the Home. Chore 
Services do not include any type oh residential upkeep, construction, 
renovation or routine home preservation (such as painting); lawn or yard 
care; snow removal; vehicle or equipment maintenance; or similar tasks. 

* Community Care: this is Adult Day Care and Hospice Care as defined 
below. 

- Adult Day Care: This is a progam for six or more individuals of social 
and health-related services provided during the day in a community group 
setting for the purpose of supporting frail, impaired elderly or other disabled 
adults who can benefit from care in a group setting outside the Home. 

• Hospice Carerltis consists of services (not including prescription 
drugs) that are designed to provide palliative care to You or to alleviate 
Your physical, emotional and spiritual discomforts because You are 
experiencing the last phases of life due to a terminal disease (diagnosed 
with 6 months or less to five). Hospice Care can be provided in Your Home, 
or in a separate facility that is licensed or certified to provide Hospice Care 
by the State in which it is located. 

Payment of this Benefit is subject to: the lifetime Maximum; the Elimination 
Period; a payment minimum of $25 for each day on which You receive Covered 
Care for which this Benefit is payable; and a calendar day maximum equal to 
Your Home Care Daily Maximum. No payment will be made under this Benefit 
for any period for which You are receiving Nursing Home Benefits, Assisted 
Care Facility Benefits, or ted Reservation Benefits. 

RESPITE CARE BENEFIT: When You receive Respite Care We will pay 
benefits under the Nursing Home Benefit the Assisted Care Facility Benefit 
and the Home Care Benefit, without requiring You to satisfy the Elimination 
Period. Respite Care can be received in Your Home, or during a temporary stay 
in a Nursing Home or Assisted Care facility. 

"Bespits Carols short-term care that is provided to You in order to relieve the 
person who normally provides You with informal (unpaid) cars in Your Home. 
Hie Respite Care must be stated in. and furnished in accordance with. Your 
Plan of Care. 

Payment of this Benefit is subject to the lifetime Maximum; and this Benefit 
will be payable for no more than 21 days per Policy Year Payment of this 
Benefit is not subject to, and days of Covered Care under it cannot be used to 
satisfy, the Elimination Period. 

CAREGIVER TRAINING BENEFIT: We will pay. for expenses You incur for 
training an informal (unpaid) caregiver to care for You In Your Home. All the 
following conditions apply to this Benefit 

* We will not pay to train someone who will be paid to care for You. 

* The training can be received while You are confined in a hospital. Nursing 
Home or Assisted Care Facility only if it is reasonably expected that the 
training will make it possible for You to go Home where You can be cared 
for by the person receiving the training. 


Equipment ih 

• The equipment is intended to assist You in Irving at Home by relieving Your 
need for direct physical assistance; aid 

• Your Flan of Care states that it is expected that the equipment will enable 
Ycu to retrain at Home for at least 80 days after the date of purchase or 
first rental 

* Supportive Equipments items such as fee following; 

• Pumps and other devices for intravenous injection; 

• Ramps to permit movement from one level of a residence to another; 

• Grab tors to assist in toileting, bathing or showering; ami 

• Stair lifts for going between levels of Year Hone. 

Supportive Equipment does not include either: 

• Equipment feat will, other than incidentally, increase fee value of fee 
residence in which it is installed; or 

• Artificial limbs, teeth, medical supplies, or equipment placed in Your body, 
temporarily or permanently. 

Payment of this Benefit is subject to; a lifetime maximum equal to 50 times 
tire Daily Maximum; aid fee Lifetime Maximum of the Policy. Payment of this 
8enefit is not subject to, and days of Covered Care under it cannot be used to 
satisfy, fee Elimination Period. 

NURSING HOME BENEFIT: \Afe will pay for expenses You incur for care 
and support services (including room and board, but not prescription drugs) 
provided by a Nursing Home while You are confined there as a resident 
inpatient This includes expenses for; private duty nursing care provided by 
a Nurse who is not employed by fee facility; and all levels of care (including 
skilled, intermediate and custodial care) provided by fee Nursing Home. The 
expenses must be consistent wife the level of charges normally made for 
other inpatients receiving similar cafe 'm feat facility. 

A "Nursing Home"} s a facility, not excluded below, that is engaged primarily 
in providing continual (24 hours-a-day, every day) nursing care to ail of its 
residents or inpatients in accordance wife fee authority granted by a license 
issued by fee federal government or the State in which ‘rt is located. Such 
nursing care must be performed by or under the direct supervision of a Nurse; 
fee facility must employ at least one full-time Nurse; and a Nurse must be on 
duty or on call in the facility at all times. 

If a facility has multiple licenses or purposes, a separate portion, ward, wing 
or unit thereof can qualify as a Nursing Home only if feat portion, ward, wing 
or unit is engaged primarily in providing such nursing care in accordance wife 
fee authority granted by its license. 

Excluded Places: The definition of a Nursing Home does NOT include any of 
the following: 

• A hospital or clinic. 

• A sub-acute care or rehabilitation hospital or unit 

• A place feat operates primarily for the treatment of alcoholism, drug 
addiction, or mental illness. 

• An Assisted Care Facility. 

• Your Home or place of residence in an area used principally for independent 
residential living (including, but not limited to, hotels, motels, retirement 
homes, boarding homes and adult foster care facilities). 

• A substantially similar adult residence establishment or environment. 


Payment of this Benefit is subject to: a lifetime maximum equal to 5 times 
the Oaify Maximum; and the lifetime Maximum of fee Policy. Payment of this 
Benefit is not subject to, and days of Covered Care under it cannot be used to 
satisfy, the Elimination Period. 

EQUIPMENT BENEFIT We will pay for expenses, including installation fees, 
labor and related costs. You incur for the purchase or rental of Supportive 
62370NY (£728/07 


Payment of this Benefit is subject to: the Daily Maximum; a payment minimum 
of S50 for each day on which You receive Covered Care for which this Benefit 
is payable; fee Lifetime Maximum; and the Elimination Period, 

ASSISTED CARE FACILITY BENEFIT: We will pay for expenses You incur 
for care and support services (including room and board, but not prescription 
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drugs) provided by an Assisted Care Facility while You are confined there as a 
resident inpatient The expenses must be consistent with the level of charges 
normally made for other resident inpatients receiving similar care in that facility. 

An "Assisted Care facility" is a facility, not excluded below, that satisfies the 
Conditions below and is engaged primarily in providing continual (24 houis-a- 
day, every day) assistance are) supervision to at least 10 resident inpatients 
(or to the minimum number of resident inpatients required by the applicable 
facility licensing requirements of the Stale in which the care is provided) 
due to their inability to perform Activities of Daily Living or Severe Cognitive 
Impairment. 

Conditions: To satisfy this definition, such facility fe.g., assisted care, assisted 
living, or Alzheimer’s dementia care facility) must at ail times: 

* Provide such care and services under a license, certificate, or substantially 
similar permit and oversight from die federal government or the State in 
which it is located; 

OR 

• Provide such care and services in accordance with all applicable laws; and 
continuously meet all of the following requirements: 

- It maintains records for all care and services provided to each resident 
inpatient; 

* It has an awake employee on duty in the facility who is trained and ready 
to provide its resident inpatients with scheduled and unscheduled care 
and services sufficient to support needs resulting from inability to perform 
Activities of Daily living or Severe Cognitive Impairment 

- It has an awake employee who is aware of the whereabouts of die 
resident inpatients; 

- It provides, at a minimum, assistance with Bathing and Dressing; 

- It provides 3 meals a day and accommodates special dietary needs; 

- It has formal arrangements with a duly licensed physician or Nurse to 
furnish medical care and services in case of an emergency; and 

- It has the appropriate methods and procedures to provide necessary 
assistance to residents in managing prescribed medications. 

Excluded Places: An Assisted Care Facility is NOT any of the following: (a) 
a hospital or clinic; (b) a Nursing Home; (c) a sub-acute care or rehabilitation 
hospital or unit; [dj a place that operates primarily for th8 treatment of 
alcoholism, drug addiction, or mental illness; (e) Your Home or place of 
residence in an area used principally for independent residential living 
(including, but not limited to, hotels, motels, retirement homes, boarding 
homes and adult foster rare facilities); or (f) a substantially similar adult 
residence establishment or environment 

If a facility has multiple licenses, certifications, purposes, or locations, a 
separate portion, ward, wing, unit or location thereof can qualify as an 
Assisted Care Facility only if it is engaged primarily in providing care that 
satisfies the above definition. 

Payment of this Benefit is subject to: the Daily Maximum; the Lifetime 
Maximum: and die Elimination Period. 

BED RESERVATION BENEFIT: We will continue to pay benefits, or give 
Elimination Period credit, under the Nursing Home Benefit and the Assisted 
Care Facility Benefit while You: 

• Are temporarily absent during a stay in a Nursing Home or Assisted Care 
Facility, and 

* Are charged to reserve Your accommodations in that facility. 

The temporary absence can be for any reason. This includes, but is not limited 
to, a hospital stay, or spending holidays or other time with Yourfamily. 

This Benefit is subject to the Lifetime Maximum; and will be payable for no 
more than 30 days per Policy Yea: 
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SUPPLEMENTARY CARE BENEFIT: ( For expenses not otherwise corned. 
Prior approval by Us is required.)^ will pay for expenses You incur for care, 
treatment, services, supplies or otter items not specifically covered by another 
Benefit of this Policy when all of die following conditions are met 

• They are clearly specified in Your Plan of Cara. 

• You, Your personal physician and We mutually agree that they are cost- 
effective alternatives to Benefits specifically available under this Policy. 

• They are for qualified long term care services as defined b Section 77026(c) 
of the Internal Revenue Code. 

• They are incurred while such mutual agreement is in effect 

• They are incurred while Your insurance is in force under this Policy. 

Agreement to use. these alternatives will not waive any of the rights You or 
We have under this Policy. The ayeement may be discontinued at any time 
without affecting Your right to the Benefits otherwise available under this 
Policy. 

Examples include, but are not limited to: 

• In-Home safety devices. 

• Community-based services that provide meals in the Home for disabled 
individuals (such as Meals on Wheels). 

• Equipment in Your Home that is not covered under the Equipment Benefit 

• Rental or lease of emergency medical response devices. 

• Other services designed to help You remain at Home. 

The agreement wilt state how payment is affected by the Elimination Period. 

It will also state any time and payment maximums. Payment of this Benefit is 
also subject to: the Lifetime Maximum; and all other provisions end conditions 
of this Policy. 

WAIVER OF PREMIUM BENEFIT: We will waive the premium payments 
for each coverage month that begins after You have satisfied the Elimination 
Period and during a period for which benefits are paid or payable under, (a) the 
Nursing Home Benefit; or (b) the Assisted Care Facility Benefit; or (c) the Home 
Care Benefit. This waiver applies to the entire premium for this Policy and all 
attachments. 

This Benefit stops when You cease to receive Covered Care during any period 
for which benef its are paid under the Nursing Home Benefit the Assisted 
Care Facility 8enefit, or the Home Care Benef it. 

This Benefit will also stop if a couple are covered under the Policy and the 
Insured who is receiving Covered Care that qualifies the Policy for a premium 
waiver exhausts his or her maximum allowable benefits; and ceases to be 
eligible for further benefits under this Policy. 

When this Benefit stops. We will give credit for any premium paid for periods 
during which the waiver applied, against future premiums when due. You 
will be required: to pay the remaining premiums due in accordance with this 
Policy's previous premium payment mode; and to continue to make future 
premium payments as they become due. 

OPTIONAL NONFORFEITURE RIDER: This is an optional Benefrt for which 
an additional premium is charged. It provides continued coverage in the event 
the Policy terminates (lapses) due to a default in the payment of any premium 
after it has been in force for at least 3 years. If the lapse occurs while this 
Benefit is in force, the Policy will be continued (without further premium 
payments) with a reduced Lifetime Maximum. The amount of the continued 
reduced coverage will be the greater of: the maximum benefit amount 
applicable, at the time of Iaps8, under the Nursing Home Benefit for one 
month (30 days); or the total of all premiums actually paid and attributed to 
You for Your insurance under the Policy aid any attached riders. This amount 
will not be reduced by any benefits payable for expenses incurred prior to 
the lapse. 
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OPTIONAL RESTORATION OF BENEFITS RIDER: This is an optional rider 
for which an additional premium is charged It will restore the Policy's Lifetime 
Maximum to the amount that would have applied if no benefits had been paid 
under the Policy- Except as limited below, this applies whenever a period of 
180 consecutive days elapses during which no Insured required, or received, 
either. 

• Substantial Assistance from another individual in performing at least two 
{2j Activities of Daily Living due to a loss of functional capacity, or 

• Substantial Supervision due to Severe Cognitive Impairment ' 

This restoration will not apply when the Policy is in force under a Nonforfeiture 
Benefit In addition, if tire Policy originally covered 2 people who were both 
insureds under the Policy on the date of death of one Insured, the restoration 
will operate to restore oily that portion of the Lifetime Maximum that was 
actually used by the surviving Insured and was not previously restored. 

OPTIONAL SURVIVORSHIP BENEFIT: This is an optional rider for which an 
additional premium is charged. It provides that if a couple have been insured 
under this Policy, or separate policies issued by Us, fa- at least 1 0 years when 
one of them dies, no further premium payments will be required for this Policy if: 

• The survivor is insured under this Policy, and 

• Both persons continuously had long term care insurance coverage in force 
with Us, other than under a Nonforfeiture Benefit on the date of the 
deceased person's death and for at least the prior 10 yea- period; and 

• Both persons were a couple with coverage that included a similar 
Survivorship Benefit for the entire period of concurrent coverage; and 

• No long term care benefits were paid or payable by Us for either person for 
the first 10 years of such concurrent Survivorship Benefit coverage; and 

• We receive due written proof of such death. 

This waiver applies to the premium for this Policy and all attached riders in 
force on the date of such death. 

As used above, the terms “long term care insurance coverage" and “long term 
care insurance benefits’ include the four different classifications as described 
in item 5 of this disclosure statement. 

OPTIONAL ENHANCED SURVIVORSHIP BENEFIT RIDER: This is an 
optional rider for which an additional premium is charged. It provides that, if a 
couple have been insured under this Policy, or separate policies issued by Us, 
for at least 7 years when one of them dies, no further premium payments will 
be required for this Policy if: 

• The survivor is insured under this Policy; and 

• Both persons continuously had long term care insurance coverage in force 
with Us, other than under a Nonforfeiture Benefit, on the date of the 
deceased person's death and for at least the prior 7 year period; and 

• Both persons were a couple with coverage that included a similar Enhanced 
Survivorship Benefit for the entire period of concurrent coverage; and 

• We receive due written proof of such death. 

This waiver applies to the premium for this Policy are! all attached riders in 
force on the date of such death. 

As used above, the terms 'long term care insurance coverage" and 'long term 
care insurance benefits" include the four different classifications as described 
in item 5 of this disclosure statement. 

OPTIONAL MONTHLY BENEFITS RIDER: This is an optional rider for 
which an additional premium is charged 1 It is avaibble only if Your Home Care 
Maximum is )00% of the Daily Maximum, ft provides that while this Rider 
is in force We will pay up to 31 times the Daily Maximum for all expenses 
that are incurred during a calendar month and are covered under the Nursing 
Home Benefit, the Assisted Care Facility Benefit; the Bed Reservation Benefit; 
and the Home Care Benefit. 
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OPTIONAL WAIVER OF HOME CARE ELIMINATION PERIOD RIDER: 

This is an optima} rider for which an additional premium is charged This Rider 
waives the Elimination Period for the Home Care Benefit it also provides that, 
when a Plan of Cara from a Privileged Care Coordinator is used: {1) Homs Care 
Benefit days will count toward satisfying tire Elimination Period; and {2) the 
Waiver of Premium Benefit will apply without requiring an Elimination Period. 

OPTIONAL RETURN OF PREMIUM UPON DEATH BENEFIT RIDERS: 

A choice of these two optimal riders is available for an additional premium. 
Each refer provides a Benefit if You die while tire Policy and rider are in force. 
This Benefit will be paid to Your designated beneficiary. If no beneficiary 
is named or rone survives You, this Benefit will be paid to Your estate. In 
calculating this Benefit, premiums considered are premiums actually paid and 
not waived or refunded. Claims considered are claims already paid or payable. 

• Return of Premium upon Death after 10 Years Benefit pays a Return 
of Premium Benefit Amount equal to the total premium paid less claims if 
You have been insured for 10 years when You die. 

• Graded Return of Premium upon Death Benefit considers Your age 
on Your most recent Policy Anniversary Date. If You are age 65 or younger 
when You die. We will pay a Return of Premium Benefit Amount equal to 
the total premium paid less claims. If age 66 when You die. We will pay 
an amount equal to 90% of the premium paid less claims. Each Policy Year 
thereafter, the percentage of premium considered is reduced by 10%. On 
the Policy Anniversary Oats coinciding with or next following the date You 
reach age 75, the rider terminates, its benefits cease, and You are no longer 
charged tire additional premium. 

Important Note about Return of Premium Benefits: Return of Premium 
Benefits may have tax implications for Your estate or designated beneficiary. 
You may wish to consult a qualified tax professional. 

7. LIMITATIONS AND EXCLUSIONS. 

Pre-existing conditions are NOT excluded. 

Noii-eligible Facilities/Providers: A Nursing Home or Assisted Care 
Facility is not covered unless it meets the applicable definition for such 
a facility. Your "Home" is Your primary place of residence in an area 
used principally for independent residential living. This could be a house, 
condominium, apartment, unit in a congregate care community, or similar 
residential environment Your Home does not include a hospital, Nursing 
Home, or Assisted Care Facility. 

Non-eligible Levels of Care: Coverage is not based on the specific level of 
care. Coverage is based on care furnished for a specific reason, by or through 
the covered facilities and providers. Care from family members is not covered. 

Exclusions/Exceptions and Limitations: No payment will be made for 
any expenses incurred for any room and board, care, treatment services, 
equipment or otirer items: 

• Provided by an Immediate Family Member, unless: (1) the Immediate Family 
Member is a regular employee of the organization that is providing the 
services; and {2) such organization receives payment for tits services; and 
(3) tire Immediate Family Member receives no compensation other than the 
normal compensation for employees in her or his job category. 

• For which no charge is normally made in the absent® of insurance. 

• Provided outside of the United States of America, its territories and 
possessions. 

• Provided by win a Veterans Administration or federal government facility, 
unless a valid charge is made to You or Your estate. 

• Resulting, directly or indirectiy, from; 

- War or act of war, whether declared or not. 

- Attempted suicide or an intentionally self-inflicted bfury. 

- Your alcoholism or addiction to drugs or narcotics; but not addiction that 
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results from the administration of those substances in accordance with the 
advice and written instructions of a duly licensed physician. 

Note: We will pay benefits for mental illness aid Alzheimer's disease, subject 
to the same exclusions, limitations and prows ions otherwise applicable to 
other Covered Care under this Policy. 

Non-Duplication: Subject to the Lifetime Maximum and payment limits- 
determined from the Policy, benefits will be paid only for expenses for Covered 
Care that are in excess of the amount paid or payable under Medicare 
(including amounts that would be reimbursable but for the application of 
a deductible or coinsurancs amount) and any other federal, state or other 
governmental health care program or law (except Medicaid). However, this 
Non-Duplication provision will not disqualify an expense for Covered Care ■ 
from being used to satisfy the Elimination Period. 

THIS POLICY MAY NOT COVER ALL THE EXPENSES ASSOCIATED WITH YOUR 
LONGTERM CARE NEEDS. 

8. RELATIONSHIP OF COST OF CARE AND BENEFITS. 

Because the cost of long term care services will likely increase over time. You 
should consider whether and how the henefrts of this plan may be adjusted. 

At the time of application You may choose from several options that will 
increase Your benefits. 

If You do not purchase a Benefit Increases option. You will need to provide 
satisfactory evidence of insurability to later increase coverage. If You elect 
Benefit Increases, premiums will be higher; but they will not increase due to a 
change in age or the automatic benefit increases. 

At the end of this outline are descriptions of available increase options and 
a graphic comparison of the benefit levels of policies that increase benefits 
over the policy period with a policy that does not increase benefits. A similar 
graphic comparison illustrates premiums for those types of policies. 

S. TERMS UNDER WHICH THE POLICY MAY BE CONTINUED IN 
FORCE OR DISCONTINUED. 

RENEWABILITY THIS POLICY IS GUARANTEED RENEWABLE. This means 
You have the right, subject to the terms of the Policy, to' continue this Policy 
by paying Your premiums on time until the Lifetime Maximum is exhausted 
Genworth Life Insurance Company of New York cannot change any of the 
terms of Your Policy on its own, except that, in the future, IT MAY INCREASE 
THE PREMIUM YOU PAY. 

WAIVER OF PREMIUM: The Policy includes a premium waiver as described 
in the Waiver of Premium Benefit. 

10. PREMIUM. The top of this outline shows the annual premium for; the 
base Policy and any chosen benefit options; Your premium payment mode; and 
the corresponding modal premium. 

11. ADDITIONAL FEATURES. Applications are subject to medical 
underwriting; and are approved only if We are provided evidence of 
insurability which is satisfactory and acceptable to the company. Insurance is 
not available to those who are 80 years of age or older when applying. 

Terms Under Which We Can Change Premiums: Premiums will not 
change due to a change in Your age or health. Subject to approval of the 
New York State Insurance Department, We can change premiums based on 
premium class; but only if they are changed for all similar policies issued in 
the same state and on the same form as this Policy. Premium changes will 
only be made as of a Policy Anniversary Date. We will give You at least 45 
days written notice before We change premiums. You will be given the right 
to reduce coverage or convert to a limited paid-up benefit in the event of 
substantial cumulative premium increases. 


Unearned Premium Refunds: The Policy provides for the refund of 
unearned premium in the event it terminates due to: death; or surrender or 
cancellation of the Policy. 

Continuation for Lapse Due to Alzheimer's Disease and Other Forms 
of Cognitive or Functional Impairment: We will provide a retroactive 
continuation of coverage if the Policy terminates due to nonpayment of 
premiums (lapse) and within 7 months after termination we are given proof 
that You met the Benefit Eligibility requirements. We must receive proof of 
Your impairment or incapacity a nd all past due premiums within that 7 month 
period. Any benefits for which You qualified during the continuation period 
will be paid to the same extent they would have teen paid if the Policy and its 
riders had remained in force from the date of termination. 

AVAILABLE BENEFIT INCREASE OPTIONS 

The following options are available to provide automatic increases in Your 
Daily Maximum. Except as stated for Equal Increases, the remaining Lifetime 
Maximum will increase by the same percentage that the Daily Maximum 
increases. 

No Increases: Your coverage will not increase over time. 

5% Compound: On each Policy Anniversary Date Your Daily Maximum will 
increase by 5%, 

5% Equal: On each Policy Anniversary Date Your Daily Maximum and Lifetime 
Maximum will each increase by 5% of the original Daily Maximum and 
Lifetime Maximum applicable on the Policy Effective Date. 

3% Compound: On each Policy Anniversary Date Your Daily Maximum will 
increase by 3%. 


Growth of Daily Maximum- Issue Age 55 



1 4 7 ID 13 16 19 22 

Years in Force 

— No Increases -»-5% CotrpDond -t- 5% Equal 3% Compound 


Annual Premium 

Issue Age 55- No Discounts -90 Day Elimination Period 
$100 Daily Maximum - 4 Year Benefit Period 


AT - • :."j 
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Long-Term Care 

Should You Buy 


caring 

for those . 
you care about 


Insurance: 

It? 


ach year, about 7 million 
Americans receive some type of 
long-term care. Long-term care 
refers to different kinds of help 
that people with chronic illnesses, 
disabilities, or other conditions need to 
function day-to-day. 


Most people only need help with simple 
daily activities like bathing, dressing, and 
preparing meals. Others need skilled 
nursing care. Long-term care includes a 
wide range of services, and people get this 
care in their homes, in the community, or 
through other living arrangements, such as 
congregate living, retirement communities, 
assisted living, or nursing homes. 


Depending on care needs and living 
arrangements, long-term care services can 
be expensive. Neither employer health 
insurance nor Medicare pays for long-term 
care services for an extended time. 


Long-term care insurance helps you pay 
for these services. It generally covers 
nursing home care, home care, assisted 
living, adult day care, and other services. 
Sometimes these services could include 
paying to modify your home so you could 
continue living there safely. 

The cost of long-term care insurance 
depends on what type of coverage you buy 
and at what age you buy it. The older you 


are when you buy, the higher your 
monthly premium will be. It can cost 
thousands of dollars a year. That’s why 
there are several things to consider before 
deciding whether long-term care insurance 
is right for you. 

Things to Consider Before 
You Buy: 

Low income. If your income is low or 
will become low in the years ahead and 
you have few assets, spending thousands 
of dollars each year for long-term care 
insurance might not make sense because 
you may qualify for Medicaid benefits in a 
short amount of time. 

Support system. You might have family 
and friends who can provide some of yout 
long-term care should you need it. Think 
about whether you would want this. 

Premiums. Decide whether you can afford 
to pay the premiums for long-term care 
insurance both now and well into the future 
without breaking the bank. Remember that 
premiums may go up and your income may 
go down. 

Out-of-pocket payments. You already 
might have enough money in assets and 
investments to cover out-of-pocket 
expenses for long-term care. You may 
want to discuss this with a financial 
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Long-Term Care Insurance: Should You Buy It? 


advisor or lawyer who specializes in elder 
law or estate planning and others who 
know about long-term care services. If you 
have enough money but want to save your 
assets for your heirs, you might want to 
consider buying long-term care insurance. 
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Tips for Deciding When to Buy 

B Decide when to buy based on your 
health, family medical history, needs, 
finances, lifestyle, and other factors. 

B The older you are, the higher your 
premiums will be. 

B Some companies might offer you a 
discount if you buy a policy when you 
are healthy. 

B If you already have a serious condition 
or need help with daily activities, some 
companies may deny you coverage. If 
you have a condition you think may 
keep you from getting coverage, ask 
for an informal opinion before you fill 
out an application. 

Tips to Help You Start Looking 
for Coverage 

Your State Health Insurance Assistance 

Program (SHIP) provides free long-term 

care insurance counseling. Check the 


government section of your local phone 
book for a program nearest you. 

Ask your state insurance department for a 
list of long-term care insurance policies 
approved for sale in your state. Find out if 
there were complaints about any of the 
policies or companies that sold them. 

Do-some additional research to make sure 
the policy you’re buying comes from a 
good company that is financially stable 
and has experience with this type of 
insurance. Organizations such as Standard 
and Poor’s, Moody’s, and AM Best rate 
the financial strength and viability of 
insurance companies. Compare 
information and costs from two or three 
major companies. Find out how often the 
companies increase their premiums. 

Some employers and associations offer this 
type of insurance. See if your employer 
offers long-term care insurance. A group 
rate through them may be less expensive 
than buying an individual policy. 

Tips to Help You Choose the 
Right Options 

Different policies offer different coverage 
options. Since you do not know today 
what your future long-term care needs will 
be, it’s a good idea to buy a policy with 
flexible options if you can afford one. 
Make sure you understand all aspects of 
the policy and ask questions. Make sure to 
get the answers in writing. 

Options could include: 

B Nursing Home Care. A nursing 
facility that provides a full range of 
care (nursing, help with persona] care 
and daily activities) and/or skilled care 
(24-hour medical, nursing, and 
rehabilitation care). 





■ Assisted Living. A residence with 
apartment-style units where personal 
care and other services such as meals 
are available and adjustable to meet < 
individual needs. 

■ Adult Day Services. A program 
outside the home for adults who need 
some help during the day. The 
program provides health, social, and 
other support services in a supervised 
setting. 

■ Home Care. Home care can include 
many services, such as personal care 
(bathing and grooming) and help with 
chores and housework. 

( iboose a policy that requires you 10 

\ out deductible period only once 

during ijie life of the policy, rather than a 

!, policy that might make you pay a new, 

deductible each time yoft, need care. 

Things to Know: 

■ Long-term care insurance often will 
not cover all your long-term care costs. 
You’ll still have to pay some costs out- 
of-pocket. 

■ Compare the amount of your policy’s 
daily benefits with the average daily 
cost of care in your area. Remember 
that you’ll have to pay the difference. 

■ Some insurance companies require 
that you use services from a certified 
home care agency, while others allow 
you to hire independent providers. 
Make sure you buy a policy that covers 
the services you want. 

■ Make sure the policy will still cover 
you if you move to another state. 


■ Don’t buy more than one policy. 
Owning several policies is expensive 
and doesn’t necessarily give you better 
coverage. 

Tips to Help You Once You 
Decide to Buy 

If you decide to buy a long-term care 
policy, read it carefully before you sign. 
Never let anyone pressure or scare you 
into making a quick decision. Never pay 
for an insurance policy in cash and always 
make your check payable to the company. 
Nearly all states require insurance 
companies to give you 30 days to review 
your signed policy. During this time, you 
can return a policy for a full refund if you 
change your mind. 

Different companies use different wording 
in their policies and may even use 
different definitions. Make sure you 
understand everything in the policy. Here 
are some common terms you’re likely to 
see in most policies: 

■ Daily Benefit. The amount the 
insurance company will pay each day 
you qualify for benefits. 

■ Benefit Period. How long your 
coverage lasts, usually one year to a 
lifetime. 

■ Elimination Period. The number of 
days you must pay for your own care 
before the insurance company begins 
to pay. You should carefully figure out 
how many days you can afford to pay 
for your own care before coverage 
kicks in. 

■ Benefit Triggers. The conditions that 
decide whether and when you can start 
being covered for services. 
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■ Tax Status. This refers to whether 
your benefit payments are taxed, and 
whether your premium costs may be 
tax deductible. 


■ Premium Waiver. This allows you to 
stop paying your premium after you 
enter a nursing home or are certified 
for home care. 


■ Pool of Money. A method by which 
companies measure benefits by a total 
dollar amount, not days or years. This 
type of policy gives you a lot of flexibility 
in using your resources once you are 
eligible for benefits. It lets you decide 
how much money per day you want to 
spend and how long you want the 
coverage to last. 

■ Inflation Protection. This allows the 
daily benefit you choose to keep up 
with the rising cost of care. If you are 
under age 70 when you buy insurance, 
automatic compound inflation 
protection is critical. 

■ Nonforfeiture Protection. After you 
have paid for your coverage for a 
certain length of time, some insurance 
policies guarantee you a limited 
benefit, even if you discontinue the 
coverage or stop paying for it. 


■ Guaranteed Renewal. This makes 
sure your policy will not expire unless 
you have used up your benefits or you 
have not made your premium 
payments. 


1 he you IK when ton hut 

long-teim rate insurance, the more 
important it is to buy a policy with 
inflation protection; 

Deciding whether long term care 
insurance is right for you can take some 
time and research. Because of the cost, its 
time well-spent. Doing your homework 
will help you- make the best decision about 
how to pay for long-term care. 


AARP is a nonprofit, nonpaitisan membership organization that helps people 50+ have independence, choice and control in ways that 
are beneficial and affordable to them and society as a whole. We produce AARP The Magazine , published bimonthly; AARP Bulletin, 
our monthly newspaper; AARP Segunda Juventud. our bimonthly magazine in Spanish and English; NRTA Live & Learn , our quarterly 
newsletter for 50+ educators; and our website, AARP.org. AARP Foundation is an affiliated charity that provides security, protection, 
and empowerment to older persons in need with support from thousands of volunteers, donors, and sponsors. We have staffed 
offices in all 50 states, the District of Columbia, Puerto Rico, and the U.S. Virgin Islands. 


'AARP 


601 E Street NW 
Washington, DC 20049 
www.aarp.org 

© 2003, 2004, 2007 AARP. Reprinting by permission only. 
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Glossary of Terms 

Activities of Daily Living (ADLs): Everyday actions performed by individuals such as 
dressing, eating, bathing, toileting, continence and transferring. Most LTCI policies covering 
long-term care services base qualification for benefits on the individual’s inability to perform a 
certain number of ADLs. 

Benefit Trigger: Determinations as to whether the policyholder has met the policy’s 
requirements for benefit eligibility, such as inability to perform a certain number of ADLs or 
cognitive impairment. 

Custodial Care: Non-medical care that meets an individual’s personal needs. For example, 
custodial care includes help eating, bathing, toileting, taking medication, or walking. 

Daily Benefit Amount: The amount that an insurance policy covers for each day of services 
provided. Some policies pay a flat daily benefit amount, while others will pay reasonable and 
customary charges up to the daily benefit amount. 

DRA: The Deficit Reduction Act of 2005. 

Elimination Period: The number of days than an individual must receive long-term care 
services before benefits will be paid under the policy. During the elimination or waiting period, 
the policyholder has to pay privately for care. Shorter elimination periods increase the cost of 
coverage. 

Guaranteed Renewable: An individual has the right to continue the policy as long as the 
premiums are paid on a timely basis. An insurer cannot terminate the policy if the individual’s 
health declines. The insurer cannot make any change in any provision of the policy while the 
insurance is in force without the individual’s concurrence. 

HIPAA Tax-Qualified Policies: Individuals who purchase “tax-qualified” policies can deduct 
their long-term care insurance premiums (up to specified amounts) along with other medical 
expenses to the extent they exceed 7.5 percent of adjusted gross income, and can exclude benefit 
payments from gross income. Policies must begin coverage when a person is certified by a 
licensed health care practitioner to require assistance with 2 of at least 5 of the following ADLs: 
eating, toileting, transferring, bathing, dressing, and continence, for at least 90 days due to a loss 
of functional capacity (or have a similar level of disability as determined by the Secretary of 
Health and Human Services (HHS); or require “substantial supervision” to protect such 
individual from threats to health and safety due to a severe cognitive impairment. Carriers 
offering tax-qualified policies must comply with certain provisions of the NAIC Long-Term 
Care Insurance Model Act and Regulation adopted in January 1993, as well as other consumer 
protection provisions in HIPAA. For instance, carriers must offer a minimum level of inflation 
protection (for group policies only) and non-forfeiture benefits. 
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Inflation Protection Benefit: Increases the daily benefit amount and policy maximums over 
time to help keep pace with inflation and increased expenses. Because the cost of LTC services 
(and health care in general) is rising faster than the general rate of inflation, a per diem coverage 
amount adequate today is likely to be inadequate by the time the policyholder needs services. As 
a result, most policies offer inflation protection for an additional charge. For example, the policy 
may provide that the allowable per diem payment will increase 5 percent per year, at a 
compounded annual rate. Some analysts suggest, however, that the cost of historical, as well as 
anticipated, inflation for LTC costs is actually 6 percent, which means that even policies with 5 
percent compounded inflation protection will be worth substantially less if the policyholder does 
not claim benefits for a number of years. At present. Partnership policies do not require an offer 
of a compounded interest rate as inflation protection. 

Lapse: When a policyholder stops paying premiums before the end of an insurance contract. 
Lapsing on a LTCI policy is a significant loss for a consumer, since none of the premiums paid 
will lead to benefits received unless there is a nonforfeiture benefit in the policy (see below). 
Therefore, LTCI customers are less likely to lapse in coverage than in other areas of insurance, 
such as health insurance or automobile insurance. The LTCI industry has faced problems 
because its customers have lapsed at lower rates than they had assumed (thus leading to higher 
than expected liabilities for insurance companies). 

Nonforfeiture Benefit: A benefit designed to ensure that if an insurance policy lapses after a 
specific number of years, some of the benefits from the policy will be retained. 

Partnership Programs: The DRA allowed all States to establish Partnership programs similar 
to those previously operating only in California, Connecticut, Indiana, and New York. The 
Partnership program allows buyers of qualified long-term care policies to protect their assets and 
qualify for Medicaid once they exhaust their policy benefits. Private companies sell long-term 
care insurance policies that have been approved by the State and meet certain standards, such as 
having minimum inflation protection. In addition to being tax-qualified under HIPAA, 
“Partnership policies” must comply with the rate stability provisions of the 2000 version of the 
NAIC Long-Term Care Insurance Model Act and Regulations. If, at any time, the NAIC 
changes its rules for LTCI, the DRA gives HHS 12 months to decide whether the Partnership 
will adopt the change. At present, Partnership policies are available in 13 States (California, 
Connecticut, Florida, Indiana, Idaho, Ohio, Oregon, Minnesota, Nebraska, New York, 
Pennsylvania, South Dakota, and Virginia). Additional States have enacted legislation to 
authorize plans under the new law and are seeking plan approval from HHS. While it remains 
unclear whether the anticipated Medicaid savings will occur as a result of the Partnership 
program, it does appear that the prospect of possible savings through the program has 
encouraged States to adopt additional consumer protections for policyholders. 

Respite Care: Services to provide family members a rest or vacation from caregiving 
responsibilities. 

Suitability: The appropriateness of an insurance product for the customer. In the context of 
LTCI, the risk is that the customer cannot afford it, or may “over-insure” or “under-insure.” 
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States establishing Partnership programs must ensure that issuers of Partnership policies develop 
and use suitability standards consistent with the NAIC’s models. It is too early to evaluate the 
effect that this requirement will have on sales and marketing of Partnership policies and non- 
Partnership policies. 

Waiver of Premium: After a policyholder has received benefits for the specific number of days 
stated in the policy, no further premiums will be due until after he or she leaves the nursing 
home. 
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Conseco and Penn Treaty 
Litigation Analysis 

Difficulties with LTCI products sold during the 1990s placed pressure on overextended 
firms to reduce claims payments, sometimes leading to unfair and deceptive business practices. 
Charles Duhigg’s March 2007 article in the New York Times raised serious question about the 
business practices of Conseco, Inc. and Penn Treaty American Corporation. In response, the 
Committee requested documents from these companies relating to their complaints, grievances, 
appeals. State and Federal court filings, and other documents pertaining to the treatment of 
consumers. The Majority staff has reviewed these documents and presents here a brief overview 
of its analyses. 

We focus our review on State and Federal litigation against Conseco (January 1, 2005- 
June 27, 2007) and Penn Treaty (January 1, 2004-May 31, 2007). Of course, not every claim in 
a lawsuit is legitimate. Companies settle lawsuits for many reasons other than actual 
wrongdoing (such as the desire to avoid the costs of litigation). Similarly, many consumer 
complaints and unfair treatment never leads to litigation. A review of litigation identifies, 
however, the types of complaints raised against companies, yielding some insight into their 
business practices. 

A summary of the Majority staff analyses is reported in Table 1 (for Conseco) and Table 
2 (for Penn Treaty). We reviewed 88 complaints filed against Conseco over 2.5 years and 41 
complaints filed against Penn Treaty over 3.5 years. The results indicate clear differences 
between the companies in the nature of the complaints filed. Conseco faced more than double 
the number of lawsuits as Penn Treaty (which reported information over a longer period of time). 
Conseco was more likely to face complaints alleging the failure to pay any benefits (52 percent 
of cases) than Penn Treaty (15 percent of cases). Conseco faced complaints dealing with its 
business practices, written correspondence, and telephone claims handling that were not singled 
out as problems for Penn Treaty. Penn Treaty was most likely to face complaints relating to the 
failure to waive premiums for policyholders currently on claim (20 percent of cases) and the 
restoration of benefits for policyholders previously on claim (in 17 percent of cases). Waiver of 
premiums and restoration of benefits were also issues in litigation against Conseco (in 7 percent 
and 3 percent of cases, respectively), but did not reflect the dominant complaints against 
Conseco. 
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Table 1. ISSUES IN LITIGATION AGAINST CONSECO AND ITS AFFILIATES 

January 1, 2005-June 27, 2007 


Issues in Cases Resolved by Settlement / Pending 

Number of 
of Cases 

Failure to Pay Any Benefits 

46 

Payment of Full Amount of Benefits 

11 

Early Termination of Benefits 

10 

Waiver of Premium 

6 

Cancellation of Policy 

5 

Delay of Payment 

3 

Proof/Legitimacy of Expenses/Services 

3 

Restoration of Benefits 

3 

Telephone Claims Handling 

3 

Written Correspondence 

3 

False and Misleading Advertising 

2 

Follow Through on Negotiated Settlement 

2 

Nontransparent Claims Settlement 

2 

Delaying a Decision 

1 

Overcollection of Premium 

1 

Payments Made to Wrong Party 

1 

Reinstatement of Policy 

1 

Unilateral Policy Change 

i 

Unlawful Business Practices 

1 

Subtotal of Cases 

77 

Cases Favoring Defendant 

Judgment for Defendant 

6 

Subtotal of Cases 

6 

Cases Favoring Neither 

Incomplete Record 

2 

Facts unclear 

1 

Discovery Pending 

2 

Subtotal of Cases 

5 

Overall Total Cases 

88 

Total Claims Made during Period = Awaiting Conseco response 

Total Denials, in whole or in part, during Period = Awaiting Conseco response 
Percentage of Claims Denied, in whole or in part = Awaiting Conseco response 



Note: In cases resolved by settlement or still pending, one case may involve multiple issues. However, the subtotal 
of cases — and the corresponding overall total — only counts each case once. 


Source : Documents and data provided by Conseco. 
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Table 2. ISSUES IN LITIGATION AGAINST PENN TREATY 
January 1, 2004-May 31, 2007 


Issues Cases Resolved by Settlement f Pending 

Number of 

of Cases 

Waiver of Premiums 

8 

Restoration of Benefits 

7 

Payment of Full Amount of Benefits 

7 

Proof/Legitimacy of Expenses/Services 

7 

Failure to Pay Any Benefits 

6 

Insufficient Recovery 

3 

Early Termination of Benefits 

3 

Retroactive Cancellation 

2 

Delay of Payments 

1 

Threats of Legal Action 

1 

Subtotal of Cases 

35 

Cases Favoring Defendant 

Dismissed 

3 

Judgment for Defendant 

1 

Withdrawn 

1 

Subtotal of Cases 

5 

Cases Favoring Neither 

Discovery Pending 

1 

Subtotal of Cases 

1 

Overall Total Cases 

41 

Total Claims Made during Period = 24,976 

Total Denials, in whole or in part, during Period = 1,244 

Percentage of Claims Denied, in whole or in part - 5% 



Note: In cases resolved by settlement or still pending, one case may involve multiple issues. However, the subtotal 
of cases — and the corresponding overall total — only counts each case once. 

Source : Documents and data provided by Penn Treaty. 
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Market Price: 

$11.67 

Target Price: 

$15.00 

Proj. Total Return: 

28.5% 

52 Wk. Range 

$21.25-$8.70 

Yield: 

0.00% 

Insider Ownership: 

1.0% 

Market Cap: 

$2,2bn 

Book value per share 
excluding FAS 1 15: 

$24.40 

Price/BV excluding FAS 115: 0.48x 


[, . . 1 . 


Industry Opinion: 

We expect life insurers will continue 
to exhibit more defensive 
characteristics than other financials in 
2008, based on asset and earnings 
profiles and generally strong capital 
positions. Average eamings growth 
should moderate slightly in 2008, 
offset by significant compression in 
valuation multiples; we recommend a 
market weighting for the group. 


Company Description: Conseco is an 
insurance company focusing on 
supplemental health insurance, 
including Medicare supplement, 
long-term care insurance, specified 
disease and accidental injury products, 
as well as individual life and fixed 
annuities. 


CNO: CNO's Strategic Actions Announcement Is Approaching; Buy Now 


Event— 


We did investor visits recently in the Midwest with Conseco's management. We 
view current valuation as an attractive entry point, especially with the 
announcement of actions based on the strategic review approaching, as we 
expect it to include an action plan to reduce LTC exposure (particularly the 
run-off block) and expect the stock to react positively. Management reconfirmed 
timeline for the announcement as late summer/early fall. 



Earnings Per Share 

P/E 


%Chg. 

L/Terni 

Year End Dec 

2007A 

2008E 

2009E 

08E 

09E 

09/08 

Grth. Rate 

KBW (Curr.) 

($0.62) 

SI. 02 

$1.25 

11. 4x 

9.3x 

22.55% 

0.0% 

KBW (Prev.) 

($0.62) 

$1.02 

$1.25 

10.9x 

8.9x 

22.55% 

0.0% 

F C (Cons.) 

— 

$1.03 

$1.37 

11. 3x 

8.5x 

33.01% 

10.0% 


2007 2008 2009 

Cash EPS (S0.72) $1.59 $1.93 

BV per share $24.42 $25.31 $26.55 

(excl FAS 115) 

ROE (2.5)% 4.1% 4.8% 


Quarterly Earnings Per Share 
IQ 2Q 3Q 4Q YR 

2007 A $0.10 ($0.32) ($0.14) ($0.26) ($0.62; 

2008E $0.11 $0.29e $0.30e $0.32c $1.02 j 

2009E — _ — — $1.25 : 


1Q06 exclude! litigation charge of SO 66 


Summary - We recently visited investors in the Midwest with Conseco's CEO 
Jim Prieur and SVP of Financial Planning and Analysis Tom Barta. Conseco 
also announced after the close on Thursday, May 29, 2008, it would not support 
Steel Partners' (SP) proposal to increase its ownership from 10% to 22%. 
Management wants to avoid any events that could trigger or even approach 
triggering Section 382 limitation for NOL utilization to retain flexibility for 
capital management and ability to execute on actions contemplated in the 
company's strategic review process. Jim Prieur did reiterate the 1 1% ROE target 
(ex. NOLs) for 2009, but acknowledged it will be challenging. 


Naturally, investors had many questions and management discussed the run-off 
LTC block. When management announces conclusions of its strategic review 
process late summer/early fall, we expect it to include a specific action plan to 
reduce LTC exposure (especially run-off LTC block). We expect the stock to 
react positively to that announcement and view current valuation as an attractive 
entry point. The stock is trading at about 70% of book value ex. NOLs. 
Management also discussed Conseco's growth opportunity, driven by favorable 
demographics in its core middle-to-lower middle income senior market that does 
not have significant amount of competition. Jim Prieur was adamant Conseco 
would not raise equity capital at these valuations, and while the company has 
adequate capital currently, if needed, it could raise capital by reinsuring some 
blocks of business. We discuss some of these items in more detail oh the 
following pages. 


Please refer to important disclosures and analyst certification information on pages 5-6. 




611 



Keefe, Bruyette & Woods 

Specialists in Financial Services 


June 2, 2008 

CNO, CNO's Strategic Actions Announcement Is Approaching; Buy How 


Risk 

Conseco is subject to underwriting risk, interest rate risk, and economic fluctuations, 
which could impede the shares from reaching our price target. 


Steel Partners & Section 382 Limitation - Conseco wants to avoid any events that 
could approach triggering or actually trigger Section 382 limitation to utilize NOLs, 
which could limit management's flexibility to manage capital (share buyback) and 
execute on strategic actions (potential spin-off of businesses) and could also reduce 
the value of the NOLs. 

One of the triggering events is an "ownership change," including an aggregate 50 
percentage point ownership increase over any three-year period for 5%-holders that 
own the shares in their own account (such as hedge funds), though this excludes 
mutual funds, according to management. While an investor being willing to buy stock 
at a premium to current share price is of course attractive, in our opinion, it is prudent 
for the company to retain maximum flexibility to execute on strategic options, 
especially since an announcement is expected fairly soon. We don't believe SP could 
receive required regulatory approvals to increase its ownership beyond 10% without 
Conseco's support. 

Strategic Options - In our opinion, the most significant deterrent to Conseco's share 
valuation is the run-off LTC block. Jim Prieur reiterated once again that Conseco has 
far too much LTC business relative to its size and intends to cut the exposure by at 
least 50%. We believe resolution of the multi-state exam of the LTC business and the 
fact that regulators did not find a single claim that was wrongly denied, according to 
management, puts Conseco in a better position to execute potential actions relating to 
the run-off LTC block. 

In our opinion, it is fair to ask why Conseco should continue to fund Conseco Senior 
Health. (CSH), the subsidiary that houses about 90% of the run-off LTC business, at 
the expense of Conseco's shareholders, if regulators won't approve actuarially 
justified rate increases? After all, policyholders have been able for many years to pay 
premiums that were insufficient to cover claims and operating expenses and Conseco 
has contributed over $900 million of capital to CSH since its acquisition in 1996. We 
note that Conseco said in its 10-K the company is not obligated and might not 
continue to provide capital to CSH. Conseco will of course have to be careful in 
managing its relationships with the regulators as it deals with the run-off LTC 
business. 

Based on management's comments, we believe Conseco may be considering spinning 
off the run-off LTC business (perhaps with some other business) into a separate 
company. This would create a situation where CSH would no longer have the capital 
support of Conseco and CSH would have to rely on capital it would have at the time 
of the spin, which could be depleted if it didn't receive sufficient rate increases and 
operating losses continued. 


Please refer to important disclosures and analyst certification information on pages 5-6. 
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Another possibility is to reinsure some of the LTC business. In this scenario, we 
believe Conseco would want to reinsure as much of the run-off LTC book as possible, 
while the transaction might also include some of Bankers Life’s current and/or new 
LTC business. In our opinion, it is unlikely Conseco could reinsure 100% of the 
liability for the run-off book on economic terms that would make sense. While a 
reinsurance transaction could be structured in many ways, two logical possibilities 
could be for Conseco to retain losses up to some limit, a reinsurer assuming liability 
above the limit, with a potential reattachment point for Conseco at some higher level. 
Alternatively, a reinsurer could assume first dollar of loss up to some limit, with the 
liability reverting back to Conseco above the limit. 

Jim Prieur said if Conseco wanted to reinsure the run-off book right now, it would 
have to pay someone to take it. A hypothetical $250-$500 million dollar pretax cost 
would equal about $0.88-$1.75 share after-tax, or about 5%-10% of book value ex. 
NOLs. 

We continue to view the sale of the entire company as highly unlikely, and while we 
believe Conseco could easily sell Bankers Life, we continue to view that option as 
unlikely, though one cannot completely rule it out. There may be other options we 
have not contemplated here. 

ROE - Management reiterated the 11% ROE target (ex. NOLs) for 2009, but 
acknowledged achieving that target will be a challenge. Management said Bankers 
Life's ROE is currently 1 1% and Colonial Penn is at 13% ex. costs to enter the PFFS 
business, while CIG (ROE 6%-7% currently) and the run-off LTC block are drags on 
the overall ROE. Spinning off or reinsuring the majority of the run-off LTC book 
would largely or totally eliminate that drag. 

To improve CIG’s ROE, management needs to further improve back office operations 
and reinsure or raise the profitability of life blocks with low ROEs. It appears to us 
the consolidation and elimination of some of the numerous policy administration 
systems to eliminate inefficiencies and redundancies is taking longer than 
management originally had expected. One of the challenges remains that some of the 
systems are running blocks of business that are small and would require a manual 
conversion, which is costly. 

Conseco already reinsured some of the older low-ROE annuity blocks and we believe 
may reinsure additional blocks with low ROEs. One obvious one to us seems to be 
the life block(s) that was subject of the class action lawsuit, which Conseco settled. 
Management said CIG has other life blocks where it could raise cost-of-insurance 
(COI) charges to improve profitability. Management acknowledged this could result 
in additional lawsuits, but current management feels the previous increase in COI 
charges was poorly executed, including a sudden implementation without 
communication with regulators. 


Please refer to important disclosures and analyst certification information on pages 5-6. 
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Growth - Management believes Conseco is well positioned and is one of very few 
companies that are focused on the middle- and lower-middle-income senior market. 
This market has limited competition and is one of the fastest-growing segments in the 
life industry companies based on favorable demographics and also. Management 
remains confident Bankers Life can sustain 10% growth and that Colonial Penn can 
grow 20% annually for the foreseeable future. 


Please refer to important disclosures and analyst certification information on pages 5-6. 
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aE Rating and Price Target History for: Conseco Inc (CNO) as of 05-30-2058 
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Distribution of Ratings/IB Services 
KBW 


IB Serv./Past 12 Mos. 


Rating 

Count 

Percent 

Count 

Percent 

Outperform [BUY] 

111 

26.06 

27 

24.32 

Market Perform [HOLD] 

269 

63.15 

21 

7.81 

Underperform [SELL) 

27 

6.34 

3 

11.11 

Restricted [RES] 

0 

0.00 

0 

0.00 

Suspended [SP] 

19 

4.46 

6 

31.58 


I, Jukka Lipponcn, hereby certify that the views expressed in this research report accurately reflect our persona] 
views about the subject company and its securities. I also certify that I have not been, and will not be receiving 
direct or indirect compensation in exchange for expressing the specific recommendation in this report. 

This communication is not an offer to sell or a solicitation to buy the securities mentioned. The information relating 
to any company herein is derived from publicly available sources and Keefe, Bruyette & Woods, Inc. makes no 
representation as to the accuracy or completeness of such information. 

Disclosures 

Keefe, Bruyette & Woods (KBW) Research Department provides three core ratings: Outperform, Market Perform 
and Underperform, and two ancillary ratings: Suspended and Restricted. For purposes of New York Stock 
Exchange Rule 472 and FINRA Rule 2711, Outperform is classified as a Buy, Market Perform is classified as a 
Hold, and Underperform is classified as a Sell. Suspended and Restricted ratings are classified as described below. 
Stocks are rated based on an absolute rate of return (percentage price change plus dividend yield).Outperform 
represents a total rate of return of 15% or greater.Market Perform represents a total rate of return in a range 
between -5% and +15%.Underperform represents a total rate of return at or below -5%.Suspended indicates that 
KBW's investment rating and target price have been temporarily suspended due to a lack of publicly available 
information and/or to comply with applicable regulations and/or KBW policies.Restricted indicates that KBW is 
precluded from providing an investment rating or price target due to the firm's role in connection with a merger or 
other strategic financial transaction.Companies placed on the KBW Best Ideas Outperform List are expected to 
generate a total rate of return (percentage price change plus dividend yield) of 20% or more over the following 12 
months.Companies placed on the KBW Best Ideas Underperform List are expected to generate a total rate of 
return (percentage price change plus dividend yield) at or below -20% over the following 12 months.Research 
analysts employ widely used multiple valuation methodologies including, but not limited to, absolute, relative and 
historical Price/Earnings (P/E) and Price/Cash Flow multiples, absolute, relative and historical Price/Book Value 
multiples and Discounted Cash Flow Analysis.All KBW research analysts are compensated based on a number of 
Please refer to important disclosures and analyst certification information on pages 5-6. Page 5 
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factors, including overall profitability of the company, which is based in part on KBW's overall investment banking 
revenues. 

KBW either expects to receive or intends to seek compensation for investment banking services from Conseco Inc 
during the next three months. 

KBW currently makes a market in this security CNO. 

Please refer to the following website for price chart detail and additional disclosure information: 

http://www.kbw,com/research/disclosures,html 

UK Disclaimers 

1. This communication is only made to or directed at persons who (i) are outside the United Kingdom or {«) have 
professional experience in matters relating to investments or (ill) are persons failing within Article 49(2)(a) to (d) 
("high net worth companies, unincorporated associations etc") of the Financial Services and Markets Act 2000 
{Financial Promotion) Order 2001 and (iv) who are Market Counterparties and/or Intermediate Customers as those 
terms are defined in the Rules of the Financial Services Authority (all such persons together being referred to as 
"relevant persons"). This communication must not be acted on or relied on by persons who are not relevant 
persons. Any investment or investment activity to which this communication relates is available only to relevant 
persons and will be engaged in only with relevant persons. 

2. This communication has been prepared by Keefe Bruyette & Woods Inc, (KBW) and while Keefe, Bruyette & 
Woods Limited (KBWL) believes this communication to be reliable, KBWL has not reviewed and/or approved the 
information contained herein. KBWL does not guarantee its accuracy, adequacy or completeness and is not 
responsible for any errors or omissions or for the results obtained from the use of such information. 

3. Certain assumptions may have been made in connection with the analysis presented herein and changes to the 
assumptions may have a material impact on the analysis or results. Information with respect to past performance of 
a security is not necessarily a guide to its future performance. The research and information has been prepared as 
of a certain date and KBW and KBWL do not undertake to update or advise you of changes in the research and 
information. The investments discussed herein may be unsuitable for investors depending on their specific 
investment objectives and financial position. KBW and KBWL make no representation or recommendation as to 
investments discussed herein. Investors should independently evaluate each investment discussed in the context of 
their own objectives, risk profile and circumstances. 

Additional Disclaimers 

4. This communication is only intended for and will only be distributed to persons resident in any jurisdictions 
where such distribution or availability would not be contrary to local law' or regulation. This comrannication must 
not be acted upon or relied on by persons in any jurisdiction other than in accordance with local law or regulation 
and where such person is an investment professional with the requisite sophistication and resources to understand 
an investment in such securities of the type communicated and assume the risks associated therewith. 
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